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THE INTERNATIONAL CRISIS 


I. A Lull in the Storm 

I N contrast to the previous six months of hurricane, the 
last three have seen a lull in the storm. They have not 
been marked by any such world-shaking events as the 
Hoover Moratorium in June, Germany’s “ Black Monday” 
in July, the dramatic fall of the British Government in 
August, the sudden departure of England and other 
countries from the gold standard in September, and the 
amazing general election of October. There have even 
been some reassuring symptoms, which have led to a faint 
revival of confidence on the stock exchanges and to what 
is vaguely termed “a better feeling" in business. In 
America private hoarding seems to have been arrested, 
the President’s financial measures have to some extent 
restored faith in the soundness of the banking system, the 
tone of Wall Street is more buoyant, despite the growth 
of unemployment, the persistent low levels of production 
and prices, a huge budget deficit and the threatened in- 
solvency of New York, Chicago, and Philadelphia. In 
England, the prospect of a balanced budget, the steadiness 
of internal prices, the absence of currency inflation and of 
panic have gone some way towards dissipating the fears 
of immediate and general collapse in Europe that were 
entertained in the autumn. In Germany, the political 
situation has become noticeably more stable since Dr. 
Bruning has shown his determination to preserve order 
and to take drastic measures to improve the economic 
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The International Crisis 

pofttkm. In France, the rapd growth of unemplojrmeot 
hai brought home the truth that, dcapite her gold rtodca 
and her comparative lelf-anffidcncf, she is not immune 
frc«n the dcprcaiion. Though her growing ^fficultica arc 
but another proof of the deepening of the crisis, they may 
eventually infuse a better understanding of the troubles 
of others and with it the beginnings of a more conciliatory 
spirit. All these items on the credit side of the balance 
sheet arc worth faithfully recording, not only on account 
of their intrinsic value, which it is only too easy to over- 
eitimaic, hut because they have lifted, if only slightly, 
the blanket of liopclcss pessimism which was exercising a 
numbing influence upon every upward movement. 


11. Tut Deci.ine or Trade 

F or all these pale rays of light, however, the needle of 
the econornif bartmietcr remains firmly set at “ stormy.” 
A glaiue at tlic debit side of the account shows that it is 
still ovrnvlielming. None of the fundamental features of 
the crisis, political, monetary or commercial, has yet been 
radically dealt with. As a consequence, paralysis has 
continued to gain ground through the greater part of 
the world’s economic sy.vtern. Issues of capital are rapidly 
drying up. During the last ejuarter c»t iqji they reached 
incredibly low figures in \.ondon and New York, neither 
of which lent a penny to any foreign country. The 
number of bankruptcies continued very high in Germany, 
Italy and the United States, and showed signs of sharp 
increase in France during the list few months. In spite 
of a large favourable commercial balance, the gold reserves 
of the Kcichsbank continued to mck away. Commodity 
prices showed little sign of rising, though a tendency to 
stability during the last months of the year suggested the 
hope that they might now have touched bottom. Pro- 
duction indices still sagged slowly downwards. Dammed 
22S 
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humm^imi tn^ dbrank iato turn fuonvnpr 
Af it 4tfiak» the tcnmble to aeoire «ifort trt^e 
«t «iqr cost became iatentified, and the detqminatjopi to 
prerent impcntt more detperate, eipedally in coantiiei 
unable to bcnrow abroad whose trade baLuce remained 
dieir only asset for meeting their external obligations. 
Hmce, in addition to uriffs, quotas, prohibitions and 
other purely commercial obstacles, the Governments of 13 
countries in Europe and 8 countries in South America 
had by January forbidden the purchase of foreign curren- 
dei, except with the permission of their central banks 
or some other authority, which is rarely and capriciously 
granted. In central Europe “ sundstill,” which is already 
the m«t iTordri for finance, will shortly be the fact in 
commerce also. Already we see the fantastic spectacle of 
Hungarian weavers unable to obtain sterling offering pigs 
in exchange for Lancashire yarns with which to keep their 
mills going and their people employed. The only logical 
consequence of State control over dealings in foreign 
exchange is its extension to all foreign commerce. The 
Bruning decrees have already obliterated many of the 
characteristic features of individualist economy in Germany. 
The creation of trading corporations on the Soviet model 
to handle all Germany’s external trade seems to be an 
almost inevitable completion of the system, nor would it 
be particularly difficult to reconcile with German con- 
ceptions of the functions of Government. Indeed, those 
who can afford to look on current history with a philo- 
sophical eye may be disposed to wonder whether we arc 
not already embarked upon a transitional voyage, with the 
shores of nineteenth-century individuahsm already fading 
into the past, and some unknown haven of well or badly 
“ managed economy ” awaiting us in the future. 

But putting aside this interesting, if uninviting specu- 
lation, it is not difficult to sum up the net result of this 
internecine commercial warfare, which has proceeded from 
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The International Crisis 
tlie cmnplete dcrangemeot of tlie world’s financial tjrstem. 
There are only thnre methods of effecting international 
payments— throngh gold, credit, or goods and services. 
No country, except France, Holland, Switzerland and the 
United States, has sufficient reserves to enable it to meet 


any substantial deficit on international payments, however 
temporary, by shipping gold. This me^od is therefore 
praaically eliminated. The destruction of confidence has 
almost arrested the extension of credit by those countries 
which are in a position to furnish it. Moreover, existing 
debts, lx)th public and private, have been multiplied to 
such an extent by the fall of prices that debtors, whether 
they be States or individuals, are prepared to maJee every 
effort to avoid iisuming the burden of any further indebted- 
ness. A farmer in eastern Europe now lias to provide three 
times as much wheat to meet the interest on loans or 
mortgages as he needed a few years ago. In these circum- 
stancei credit lus largely ceased to perform its commercial 
function, to the immense detriment of trade. There re- 


mains only payment in goods. If there were no tariff 
bsrrieri in the creditor countries, no difficulty would arise. 
England liecamc the greatest creditor country in the world 
by keeping an open market, in which all her debtors could 
sell their goods. I'liis meant that she had a deficit in her 
visible trade balance, but a large surplus on her balance 
of payments. If, during the past five years, the debtors 
of france and the LJnitcd Scales had been able to pay 
w vat they owed in goods, a great deal of the present trouble 
would have been avoided. But both France and the 
United States arc highly protectionist countries by tra- 
dmon. rhey would not lower their tariffs in order to 
admit their debtors’ payments in kind for fear of upsetting 
cir omcstic production. As long as they were prepared 

ol ”0 “riom conse- 

SMHCC. Mo, red, but from the time when they were no 
longer wtUntg to lend, it became impotsible to meet their 
" jr Pn) "-'"'* I" goW. A. they 
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luwe mnr atn«d|f necorcd ^ gfett biift ol tlie fflli 
«fdhl]J^ nMMt ol tli^ debtwi have pnctka% tei^nd 
^ poii^ of beii% muble to pajr at idl. 

Moreov<tf , aa tli« result of the dump in prices fdknned 
bf die financial crisis, all countries owing money abroad — 
and that means the east majcuity— being nnable to use gold 
are aeddng to preserve their balance of payments and 
that financial stability by paying their obligations in goods 
— ^that is to uy, by exporting more than they import. 
G>nfeqaently they are endeavouring to stimulate exports 
and to limit imports. Germany, as the largest debtor, 
affords the outstanding example, and her special difficulties 
are described at length in another article in this number.* 
How is Germany to meet her external obligations f 
Her gold reserves are almost exhausted, she cannot obtain 
fresh credits, the markets for her goods are being steadily 
circumscribed. The nations to which she owes either 
reparations or private debts cannot hope to obtain the 
payment either of interest or capital as long as this state 
of affairs exists. Yet none of them is apparently disposed 
to take steps to facilitate her payments. The American 
tariff still stands as high as ever, France, Switzerland and 
Holland are imposing import quotas on various types of 
goods, and finally, Great Britain is busy building a tariff 
wall. The creditor countries are thus forcing Germany to 
insolvency. By protecting their home markets thev are 
sacrificing their financial to what they believe to be their 
commercial interests. 

But the plight of Germanjr is only some degrees worse 
than that of other debtor countries. As Iras been shown, 
there are many others desperately resorting to the same 
expedients — restrictions on foreign exchange, coupled with 
the attempt to increase exports and cut down imports — 
in order to obtain the means of facing their foreign debts 
and of safeguarding their monetary security. It is obvious 
that everybody cannot have a favourable trade balance 

• See page 294. 
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^uluneoatty. The reialt is that these nieaiiirei hxjg^ 
defeat their own ends hy grea^^ redudsg the whole vdiiiBe 
of international trade. The Economic Gnnmittee of the 
League of Nations calculated in January that the sum total 
of intenutional commercial transactions had shrunk by no 
less than 40 per cent, in 1931 as compared with 1919. In 
other words, international trade is gradually coming to a 
standstill. The Committee was unable to discover any 
remedy as long as the financial crisis persisted. As they 
put it, they were “ for the moment unable to formulate 
useful suggestions for trade policy, until the necessary 
solutions have been found in the field of international 
settlements and suitable alleviations and adjustments 
have Ixjen effected to relieve rhe financial tension,”* 


III. 'I'm Financiai. Dilimma 

W H.A'I' then arc the financial measures that are avail- 
able to restore the sitmtiion ? They are by no means 
obKurc, and may be broadly summarised under two head- 
ings -the suspension or cancellation of debts and the 
revival of international lending. Unfortunately, neither 
of these of>erations is of a purely technical character. Both 
arc dependent on the solution of political problems of the 
first magnitude, .^s has been frequently emphasised in 
I HI Rch'no Ubi.e, the world’s elaborate financial and com- 
mercial mat hincry has been constructed on international 
lines, flic more its smooth working is interfered with by 
artificial obstructions aimed' at achieving purely national 
aims, political or economic, the slower the rhythm of 
industry and commerce becomes and the more quickly does 
genera prosperity decay. We arc now witnessing the most 
urid illustration so far afforded of this elementary truth. 
In^lhc words of the foreign bankers who have just consented 

J.nulo lou!''''""* Committee. Report to the Council, 
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pear, **«Im» {weeeiit cscreiae erisit ouiet bMiM «o i# 
of tiie world the fact that all ooo&tnet gum poor 
tapetho’. The ob^ae it at trne. All coanttiet grow rkh 
tofecher. A Ughteaing of burdens and a greater freedooi of 
trade, enridung one country, will enrich all.** Unhappily 
k does not require many sentences to prove that this l^am 
it still far from having been learnt, and that the applicatum 
of the financial remedies, which are now generally recognised 
at imperative by all informed persons, is being fatally 
blocked by the want of co-operation and understanding 
between nations. 

It is pretty universally agreed that the existence of 
reparation payments is one of the elements that have 
played a big part in bringing about the present crisis. It it 
certainly agreed by every competent person who hat 
examined the situation that Germany cannot continue 
payments now or for some considerable time to come. It 
is generally accepted that cancellation of all reparation 
payments would lift a load and a fear from Europe, and 
would in all probability set the hands of the economic 
barometer moving once more upwards. In these circum- 
stances, it might be thought that cancellation would appeal 
even to the French as an obvious step towards curing their 
own troubles, which are thickening every day. They are 
quite well aware that the receipts from reparations entered 
on the credit side of their budget will never be paid into 
their Treasury this year or next or the year after. But for 
political reasons, which will be considered in a moment, the 
French Government stands out like adamant for the main- 
tenance of the Young Plan, which has been in its 
coffin for months. Its corpse is already disintegrating, but 
an extraordinary value is still attached to its skeleton. 

A similar situation exists as regards the war debts owing 
to the United States. The President, acting on the advice 
of American bankers and economists, whose view is probably 
almost unanimous, proclaimed his famous one-year mora- 
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torram m jmie. When Congrcfi Micmbled in December, 
it gradgin^ approved it, bot vented it* iH-humonr hf 
a rider intended to restrab the Prerident from 
entering upon any negotiation for the reduction or 
cancellation of the debt*. The majority of Congre**nien 
probably know well enough that any *ubstantial payment* 
are unlikely for tome time to come. Some of them 
probably realiae that to wipe out the debt* would con- 
tribute to reviving general protperity to an extent which 
would iwcU the dwindling public revenue* far more than 
the payment of all the European debt-instalments, even if 
they could be collected. But Congress, like the Chamber 
of Deputies, is hugging a skeleton for political reasons, 
which will be further analysed. 

If the effort to raise the burden of debts and reparations 
is being thwarted by political considerations, the same 
obstac le stands still more formidably in the way of the other 
financial remedy- the resuscitation of international lending. 
Who can be the borrowers and who the lenders ? In their 
present turmoil neither India nor China supplies an inviting 
field for enterprise. ITiere arc few countries needing 
money in Europe or South America which can offer the 
ncceiMry security. In the Spanish- and Portuguese- 
speaking countries of both continents, economic and political 
conditions arc so disturbed as to offer little attraction to the 
investor. Central Europe is in no better condition. The 
internal state of (Jermany and .Austria, though improved, 
can hardly be said to inspire confidence. With large 
rrcdiii froren already, it is scarcely to be expected that the 
American, British, French, Dutch and Swiss bankers will 
Iwsk at any further demands for loans from those countries 
until the measures prescribed by the Basle Committees for 
their rehabilitation have been carried out and produced 
their effect. As long as there is unrest in central Europe, 
there is no feeling of security which would prompt the 
capitalist to tic up his money in Poland or the Balkan States. 
We arc thus inexorably brought back to seeking first the 
*34 
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exit fraiB ^ poGticsl before eaf reel b^ a* 

be eaterteiaed d aneigfog from the wc^ defHcetmon* 
Tbe Yoaag flan Oanmittce in December arrived at ^e* 
da^ tbe aame condotiem at did the Bade Bei^i’ Com- 
mittee in Angnst. The adjnttment of all inter-^ovem- 
mental debtt (reparations and other wai^debts) to the edit- 
ing troubled situation of the world — and this adjnttment 
should take place without delay if new disasters are to be 
avoided — ^is the only lasting step capable of re-establislung 
confidence, which is the very condition of economic stalnlity 
and real peace.” They too appealed to the Governments 
“ to permit of no delay in coming to decisions which will 
bring an amelioration of this grave crisis which weighs 
so heavily on all alike.” Nothing was done by the Govern- 
ments between August and December in response to the 
cry of the Bankers’ Committee. We may now proceed to 
examine the chances of greater heed being paid to this last 
exhortation, which rings more like a cry of distress than one 
of mere alarm. 

IV. The Political Dilemma 

W HEN one reflects for a moment on the incredible 
failure of the statesmen to act upon the unanimous 
warnings and recommendations of successive teams of 
experts, one is at first inclined to ask whether the great men 
of the world are all alike stricken with palsy. No one sup- 
poses that they are incapable of understanding the reports 
made to them and their implications. Mr. MacDonald, 
Mr. Hoover, M. Laval and Dr. Bruning arc probably 
above the average of statesmen in intelligence, and all of 
them have at one time or another uttered words which show 
clearly enough that they cofnprehend the position and all 
its dangers. What then is the secret of their impotence ? 
For those who bt’ieve that democracy with its inestimable 
privileges of liberty and licence is the best form of govern- 
ment, it is somewhat melancholy to reflect that at least until 
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Mr. ClwinbcrUin made the rtatement which i« quoted letef, 
Signor Muctolint was the oolf responsible hfinister of a 
great country who had dared to speak the whole truth. 
He has openly advocated the coup £ipmge for reparations 
and war-debts alike, and one cannot help suspecting that 
he ventured to do so because he had no general election 
and no popular press to fear. Italy, too, would lose money, 
if no payments were received from Germany, but no Italian 
is in a position to run a demagogic campaign against can- 
cellation. The appeals to the primitive instincts of unedu- 
cated opinion, which have been ruthlessly and unscrupu- 
lously launched in the United States, Great Britain, France 
and Germany, arc impossible under a dictatorial regime, 
l>c<.ause they would be contrary to State policy. One is 
somctvmcs tempted to wonder .%hcther the world would be 
wallowing in its present troubles if the rulers of the other 
four great countries concerned had the same freedom of 
action. But each of them has to take his country as he 
finds it, and their difticulties become apparent quickly 
enough when their political situation is reviewed. 

Of the ftnir leaders of democratic countries Mr. 
MacDonald is in bv far the most fortunate position. He 
at least has got his election over with considerable success. 
Ihough the Prime Minister is not free from internal 
embarrassments, lie is able to pursue a foreign policy, upon 
which in many of its essential features all parlies are broadly 
agreed. In panic ular. since the date of the Balfour Note 
there has hcen no serious division of opinion in England 
on the sulijeit of debts and reparations. As far as lay in 
its power, everj British Government has been in favour 
of wiping them out. Mr. Chamberlain, in a clear and em- 
phatte statement in the House of Commons on February 2, 
renewed adherence to that policy on behalf of the present 
Administration. They had, he said, urged the necessity 
for the C.oscrnmcnts to come together immediately to 
conclude a i>crmancnt settlement of the reparation ques- 
tion on the basis of a fmnk recognition of the facts 



cic^MniibeYiNiflv fhaCottsiitte^^ Hmt 

|»o|MMd iuEi^Bg pFtived ImpnctkaUe for ilie ipieMiit* tlfo 
(fovenugaeiit Ind sgieed to the postpoQemmt of die iaiter* 
goverameatal confneiice till Maf or Jnne, when conditfont 
mi^t be move fmrarable. Mr. Chamberhun added : 

The legel aUigationt of Germany are laid down by the Hapte 
Agreementi and cannot be altered or annulled by the unilateral 
action of G^smany . . But it it equally clear, from the report of 

the Batk Committee, that Germany is not in a position to resume 
the fulfilment of theic obligations and that consequently when the 
creditor Goremments come to consider future arrangements, that 
fact will assuredly have to be taken into account. 

The Balfour Note policy, of all-round cancellation if 
possible, has rarely been more decisively expressed. As far 
as sacrifice is involved, it was made when the debt settle- 
ments were signed, by which this country renounced all 
claim to reimbursement, save of such sums as it was called 
upon to repay the United States. Some people are inclined 
to argue that we let off our debtors too soon, and should 
have done better to keep a hold on them. In the long run, 
however, it will probably prove that the adoption of a 
generous policy by the second creditor country as a con- 
tribution to general economic recovery was a wise and 
compelling example. But though Lord Balfour found the 
key, and the present Government is still offering it to the 
world, it has to be used by others before the door can be 
unlocked. 

Germany may be taken next, the core of the international 
problem. As was pointed out in the last number,* 
parliamentarism has broken down in Germany, but nothing 
has yet taken its place. Dr. Bruning is still a parliamentar- 
ian in name, occasionally making the gestures of a dictator. 
Hitler is a dictator by profession conscientiously making 
the gestures of a parliamentarian. The truth is that 
Germany has not } u been educated to democracy. Hitherto 
the crisis has not provoked a national reaction along con- 
•Thi Rooho Taili, No 85, December 1931, pp 78-84 
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nitutional line*. The natural inclination has been rather 
to form organised and armed forces of a distinctly nn- 
parliamcnury character. Hence the tranquilUty of the 
country is constantly perturbed by the parades and counter- 
parades of these pseudo-military bodies, of which there are 
now no let* than four— the Stahlbelm and the Nazi Storm- 
troops on the right, the Communist Red-fighters on the 
left, and in the centre the Reichsbanmr formed to defend 
the republican regime. These warring factions have pro- 
duced a great deal of commotion at home and abroad, 
'fhey have stirred the apprehension of revolution and civil 
war within, for which there was some justification, and 
the fear (»f German aggression without, for which there was 
very little. As long as there was an unstable Government 
at the helm, dependent on the will of a Reichstag which no 
longer commanded the confidence of the people, the 
pilitical impeartance of these organisations was considerable ; 
but as swn as Dr. Briining, backed by the President, 
showed that he was resolved to govern, the star of Hitler 
arid the other partisan leaders began to wane. It was 
realised (hat their armed forces were so evenly balanced 
that they cancelled each other out. A Government deter- 
mined to preserve order could crush any of them by using 
the police and the Rctchswchr, aided by its opponents, 
'nw fear of a Communist or Nazi coup d'/tat lias thus faded 
into the background during the last few months. The 
country at once responded to leadership and backed the 
Government in a great effort to make the emergency 
decrees effect ire. The German nation put forth a 
tremendous endeavour to improve its economic position 
hy a drastic experiment in general deflation on the Aus- 
tralian model. Its consciousness of that endeavour under 
resolute guidance h.is already done something to dispel 
the motxl of dcsp.tir. Fhe fact of that endeavour has also 
done something to revive in foreign countries the belief 
in Germany’s willingness and ability to help herself. 

I'his improvement in the German position was beginning 



tofcodnee Maieefi^ llie Govetsmeai ivti 

olrvjeuljr tedii^ a ** lormola ** w)uch would permit tlie 
ffcdetmi of tfae Young Plan to be pretenred, eren ifthebodf 
could not be embalmed. It realised, however, dmt no 
fmther payments could be expected in the immediate 
futnre, which meant, as most people privately admitted, 
that reparations were finished for ever. An influmitial 
paper of the moderate Left even flew a Idte in favour of 
complete cancellation. But to the F rench mind the repara- 
tion question is not an isolated problem. If reconciliation 
with Germany could be purchased at the price of financial 
claims which are no longer enforceable, the bull of the 
French people would probably waive them with a shrug 
of the shoulders. But the majority of Frenchmen do not 
believe in any such possibility. Just as the evacuation of 
the Rhineland was followed by the proposed Austro-German 
customs union, so they arc convinced that the sponge 
would hardly be dry on the reparations slate before Ger- 
many advanced further demands for re-armament and the 
revision of the eastern frontier. The complete scrapping 
of the Young Plan would be interpreted as a sign of weak- 
ness, which would further loosen the structure of security 
erected by the peace treaties. These fears seemed to be 
confirmed by Dr, Briining’s statement to the British 
Ambassador, which was generally and apparently wrongly 
understood as a deliberate repudiation of the obligations 
freely accepted by Germany when she signed the Young 
Plan at The Hague. The reaction in France was such that 
the Government immediately stiffened its attitude both 
on reparations and disarmament. The German Chancellor, 
on the other hand, could not have openly declared his 
willingness to resume payments at any future date. To 
have done so would have tied his hands before entering 
upon the Lausanne Conference and would have raised a 
storm in Germany tgainst further payment of “ tribute.” 

A complete deadlock was thus created. The British 
Government, which had been using every effort to push 
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«, the Conference, relnctMtty acqdcBced in its 
ment, seeing that it was already agrt^ that diaagJtseae^ 
was ineviuble. If no general election were pendii^ m 
France or Prussia, the risk of holding the meeting might ftffl 
hare been run ; but neither the French nor the German 
Goremroent dared modify its position within a few 
months of an appeal to the people. It may prove that in six 
months’ time the tension will have relaxed, but in the mean- 
while Europe can only flounder on deeper into the morass. 

Moreover, there was yet another element which would 
in any case have darkened the prospects at Lausanne. 
Under the pressure of Congress Mr. Hoover had with- 
drawn the helping hand he had held out last summer. 
For him, too, a doubtful el' f.tion was beginning to draw 
unpleasantly close. A revulsion of popular feeling had 
set in against the generous mood of the moratorium. Its 
mixed reception and the negative result of the Laval 
visit made the American taxpayer less willing to shoulder 
the burden of the European debts, until he saw some 
evidence of a real effort by Europe to set its own house in 
order. 'I’he spectacle of our continent’s inglorious failure 
to restore a peaceful atmosphere necessary not only for its 
own but also for America’s prosperity began to exasperate 
American opinion and to produce bitter disillusionment as 
to America’s part in a war which had apparently settled 
nothing and unsettled ever)thing. When the average 
Middle-Westerner ltx)ks at the endless wranglings over 
reparations, frontiers and tariffs growing yearly more acute 
as the new r.itc in armaments gets under way, is he to be 
blamed altogether for harking back to the isolation of- 
G'rorge Washington, or for thinking that peace is defined 
in Europe as ** la guerre sous une autre forme ” ? That is 
not a kind of peace which he understands. The United 
States was beginning to learn from its present troubles 
the need for co-operation, but after the rebuff suffered by 
its first move, the American public is unlikely to favour 
a second attempt, whether there be a Republican or a 
240 



%iwcfse at tbe Wiiiie Beva«^ antU te iee« iame 
tibit oo-opantioa tiifi be Inutfnl and e&ctbe. For tbat 
dbt pdauay conditbo it the eataUiihment at teal paace is 
Bafope, a^ch canoot be accompKdied withoet a red 
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It it dut attitude of mind which largely explains the turfy 
temper of Coi^rett and the refusal of the American 
Government to participate in the Lausanne negotiadont. 
It does not folW, however, that, if an agreement were 
reached here, the United States would be unwilling to make 
its contribution to an aU-round settlement. Any clear 
ngn of returning harmony in Europe would probably evoke 
a response in America. The response will be all the 
readier if the Disarmament Conference gives proof of 
reaching concrete results. Unless it does, the settlement 
of the reparation problem will not by itself suffice to clear 
the air. As no settlement is yet in view, the Conference 
opens in circumstances which make success more than ever 
difficult and more than ever vital. As if the schisms of 
Europe were not enough for it to contend with, its prospects 
have been materially clouded by the League’s failure to 
secure resp>ect for the Covenant in China. Whatever 
reasons or excuses may be advanced, the fact remains that 
the Council was entirely unable to prevent the use of 
military force as an instrument of national policy. It is 
too early yet to apportion responsibilities, but the repre- 
sentatives of the great Powers, among which the British 
Government still holds a pre-eminent position, were not 
at first even willing to mark their disapproval of the breach 
of the peace pacts by endorsing the American protest. 
The consequences in the Far East are not yet predictable. 
Their far-reaching possibilities have already been brought 
nearer home by the threat to Shanghai, which has fortun- 
ately brought about co-operation between Great Briuin 
and the United Slates. Their co-operation in this field 
is enormously important in itself, but equally important 
is its possible extension to other matters. In the mean- 
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while, however, the initial failure u 
of petce pronded by the League 
iuf already had unfortuMte consequences in Europe. 
The fears of war which are one of the root causes of the 
depression would have been sensibly allayed by successful 
League intervention in the Manchurian affair. Its absence 
has had a correspondingly disturbing effect. To the 
initiated it is easy enough to draw distinctions between 
Oriental and European quarrels, but the ordinary man 
limply argues that if the League cannot preserve the peace 
in the East it cannot be trusted to do so in the West. 
To many countries the League is the foundation of their 
security. If it is a broken reed, the only alternative is to 
resort to the old methods oi alliances and armaments, 
which must ultimately create such another system of 
mutual hates and fears as inevitably culminated in the Great 
War, how inevitably Mr. Churchill has convincingly shown 
in his fust and last volumes. 

It is not a reassuring situation, nor can the British 
Government be absolved of its share of responsibility in 
bringing it about. It gave no lead in the Manchurian 
affair, which might have been checked and confined to 
manageable limits by a show of firmness at the outset, 
‘riic inac tion of the Council of the League was interpreted 
in Japan as condonation, if not approval, by the great 
Powers, including the United States, of military action, and 
has thus encouraged its extension on a scale which threatens 
ihc balance of power in the Far East. It is reassuring that 
at the moment of writing the British Government has finally 
accepted the L'nitcd States’ demand for co-operation in- 
dealing with the critical situation which has now arisen in 
ccinscc|ucncc. Any other course would have jeopardised 
Anglo-American friendship, which is bound to be the 
corner-stone of British policy and the best guarantee of 
jH'acc. It may be hoped that it is not too late to prevent 
a conflict of incalculable dimensions and to restore the 
respect for international engagements. 
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It auf «lio be hoped dut British ddegMkn m 
Qmm wW locmtsiB t positive attitude tomids disaiiiia* 
meat. If we bdkve that disarmament is esseatial to pel^» 
m Eon^ and that peace it essential to ecmiomic leoivmy 
aad nalnHtx, we are bonnd to give proof of the courage td 
our amvicdmis. We have made a substantial contribu^m 
bjr accepting the limiution of naval armaments, but that 
does not exhaust the possibilities of reducing expenditure 
for warlike purposes, which weighs heavil7 on our own and 
on every other budget. The world’s troubles will not cure 
themselves. Energetic and agreed action b^ the principal 
Governments it necessary, and it cannot be initiated 
without a decisive lead. 

AU these problems, however, really form part of a single 
complex, and cannot be profitably handled individually. 
The British Empire occupies a position in the world’s 
affairs which places a large share of the responsibility for 
leadership on the shoulders of this countt}'. It is perhaps 
better situated than any other to form a comprehensive and 
sympathetic understanding of the warring points of view, 
which have to be reconciled if any radical solution of the 
present political and economic chaos is to be found. It 
can only be discovered by infinite patience and unwearying 
reasonableness which avoids antagonism towards any of the 
principal actors in the unhappy drama. It would be a 
mistake, at this stage at any rate, to make common cause 
with any of them in opposition to the others. However 
misguided the French or German or American attitude on 
debts and reparations may seem to some of us, each is the 
outcome of strong, even passionate convictions, which 
cannot be ignored and which must probably receive some 
measure of satisfaction if a solid settlement is to be reached. 
As the United States would not ratify the pact of guarantee, 
or Great Britain the Geneva protocol, Frapee is still 
unwilling to adraii any relaxation of the -|»eace treaties 
which might be made a precedent for deluding further 
political concessions. It may not be imp^ible to obtain a 
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linal Kttlement of the reparation problem at the pike of 
a goarantee of a ten years’ political trace, daring which no 
qaeition should be raised as to the territorial provisions of 
the treaties. Germany has hitherto refused to give any 
such undertaking, but as complete economic collapse looms 
nearer, she might be willing to revise her attitude, if at the 
tame time some substantial beginning were made in general 
disarmament. As Great Britain stands to lose on her 


German investments considerably more than France by the 
default of Germany, her interest lies in making some sacrifice 
in order to promote such a solution, not forgetting that it 
would demand of France very considerable sacrifices, in 
appearance at any rate. The real value of the Disarmament 
Conference lies in the conriauing opportunity which it 
offers for the simultaneous discussion of all the inter-related 
problems which constitute the existing impasse. It is 
useless to treat them separately. Reparations by them- 
selves present a completely insoluble conundrum. The 
same is true of disarmament, tariffs and the monetary 
question. If regarded, however, as parts of a single problem, 

it is not inconceivable that a way out of the European 
tangle may be found Once Europe could show that it 
had settled its differences, the way would be open for the 
discussion of w..r debts with the United States under 


circumstances affording some prospect of success. It is 
ccruinly much too soon to despair of a solution being 
worked out along such lines, and every effort of which the 
Hru.sh (.overnment i, capable should be tried in order to 
bring about a Furopcan arrangement as the first step in a 
rncr.d liquidation of the international troubles which art. 
bearing the world down. The other line of advance which 

.he LnaoJ S.e,e,, with Italy, a. a 

r ch^mary ,o a„ a,.a„gemeM „i,h Germany i„d;pen- 

..W"a. a r’ ‘‘ ^ 
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ctndiil^doet aotwimat mdi 
Mng c ott i k to ed. Tbere U itSl time and opportii^ lor 
Gfett BttttuB to phjr jber hinoric r6le ci intenttediaij m 
Eorope, and to ted itt (alvation and her own hf meant of 
an nad^ttanding, to which France, German/ and Ital^ 
wonld be conaenting partiea. In the long mn, aa recent 
hiatcH/ haa ahown ver/ clearl/ on aeveral occaaiona, no 
artificial or impoaed solution can hope to stand. It is <ml/ 
b/ free nnderstandings freel/ arrived at that the peace and 
jMroaperity of the world can be secured. To bring them 
about account must be taken of realities, not onl/ economic 
and financial, but also psychological. If the international 
crisis were due to material facts alone, it would be already 
abating. Itt gravity consists in its largely originating in 
fears and passions which gradually acquire accumulating 
force. The peoples arc, however, growing more conscious 
of their miserable situation and are eagerly looking for a 
sign. There are indications which show that the conditions 
for launching an economic recovery exist, but a decisive 
turn in the political situation is needed to give it the impetus 
required to set it on its way. The next few months will prob- 
ably decide whether the clouds begin to lift or whether we 
plunge into the perils of another tempest of unprecedented 
violence. 
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I, A Cmat Oppoktunity 

T he forthcoming Ottawa Conference, which originated 
merely at an attempt to cloak the failure of the 1930 
Imperial Conference in the field of trade co-operation, must 
now be rcrogniicd as a great oppc‘i tunity— an opportunity 
to prove that, in spite of political devolution and local 
nationaliim, the Ilritiih Commonwealth of Nations is 
capable of acting as one, in pursuit of an end which is 
valuable not merely to a few of its members at some 
particular time but permanently to the whole Common- 
wealth, and indeed to the world. 'ITiat change from 
an excuse to an opportunity is the last phase of an evolu- 
tion in men's minds, both at home and in the Empire 
ovcrKai. ‘Hie war destroyed the insularity of British 
public opiniim. 'Hie desire, so strongly displayed now 
in the United blatcs, for isolation from Europe was shown 
to Iwj vain, while with the growth of internationalism 
went the decay of Little EnglandUm. Popular faith 
was pinned to great international experiments— the League 
of Nations, the International Labour OlTicc, the World 
Economic Conference. Now a reaction has set in. No 
one in a position of responsibility denies that the League 
of Nations must remain the corner-stone of our foreign 
jxrlicy, but, successful as it has been in so many important 
spheres, it has not yet brought peace to men’s hearts ; the 
constant efforts to break down Irarricrs to trade, while they 
prevented anv great rise in tariffs in the Old World 
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left Gent Biitaift snipped for the nee but ftffl halEMl 
and •shtnedmeeoncowrte of ^distort; hboareoad fe i o Ba \ 
have not been eqpudiaed, and thne U no bog^ nMte terrify* 
iag to the tmaginatton of the working nun than lower 
•tandardt ai life abroad. All these things had sewn the 
seeds of doabt even before the present crisis. Now the 
British voter sees the actaal or imminent collapse in 
Europe of the economic and political system which he and 
his countrymen have expensively supported with money 
and with guarantees, and a feeling of national self-reliance, 
shortsighted as it may be in some of its manifestations, was 
his natural reaction. But his disappointment does not yet 
embrace the Empire, and the Ottawa Conference is the 
chance to prove that it need never do so. To him the 
inhabitants of the Dominions are not and never will be 
foreigners ; they are not concerned in the European tangle 
of debts and reparations and frontiers and security, of 
which he is heartily sick. So British opinion is turning 
towards the Empire for those things which it asked of inter- 
nationalism, but has so far asked in vain. 

The general election of October enabled these forces to 
be mobilised, not so much because it returned a Govern- 
ment free from inhibitions about tariffs, as because it 
awoke in the British people feelings which had long lain 
dormant beneath a blanket of domestic differences. The 
sentiment that has come to the surface is compounded of a 
desire to use any instrument, provided it be used boldly, 
to revive trade and bring better times, a growing doubt of 
the effectiveness of our cosmopolitan trade policy, and a hope 
that the Empire might give us what our European ties had 
failed to secure. For one thing, sterling had declined in 
value relative to the franc, the mark and the dollar, but the 
currencies of the Empire had mostly moved with sterling, 
and the electorate thought — vaguely as it must in these 
matters — that the community of interest so displayed 
might make it worth while for the members of the Com- 
monwealth to get together, and to act in concert as a real 
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irarld eooimmc powrer. Tte loitiment wii, poli^ 
priouiJ% nationaliit, but eveatu have taught us our hsipo* 
tenca to withstand alone the sweep of world economic forcea, 
and the imposiibilitr of cutting ourselves o£F either m 
trade or in politics from the outside world, so that whde 
the horizon of oor hopes was narrowed it still included 
St least the members of the British Commonwealth. 
With them we start with sentiment on our side ; we have 
no barriers of political antipathy to break down. Their 
standard of life is as high as or higher than ours. Within 
the Commonwealth, at least one forcible motive for 
restrictions upon international trade is absent from the start, 
since wc do not need to think in terms of self-Bufficiency 
and defence, 'rhese are logical reasons for attacking the 
problem of trade barriers within the British Commonwealth 
first, and for postponing our efforts in relation to other 
countries for a later occasion, but the strongest reason of 
all if the impulse given to imperial co-operation by the 
ebullition of public sentiment. 

And in the distant Dominions something of the same 
spirit seems to have emerged. The success of “ national 
parties ” in Australia and New Zealand, the agitation for 
the abandonment of the gold standard in South Africa, are 
waves of the same flotxl as swept Great Britain. In 
Australia the ejection of the Labour party from office 
meant a change on the tariff issue, the reverse of that which 
<Kcurred in the mother country, but high protectionism in 
the Dominions has been no less an obstacle to the develop- 
ment <if a concerted Imperial economic policy than free 
trade at home. ,Mr. Bennett’s imposition of dumping 
duties on British grxKls after the divorce of sterling from 
gold seemed to betoken a reverse tendency, but (as to some 
extent in South Africa also under similar circumstances) 
the measure was criticised by many supporters as well as 
bv opponents of the Administration, and it was subsequently 
modified in (Jrcat Britain’s favour. Personal observation 
shows that— -perhaps because of the exposure by the Beai^ 
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luoaoii ceudils of ^ f»rt pl«7^ I7 bttifami in 
ing die polkiw of die greet |Mrtks--diere U in Chok!* « 
ray goi^ denie dut the tariff ahonkl aim itdiier h^^ 
and adbieae rather ni<»e dun the artifictal and expeoairii 
mi^ort of indnstiy in the East. In Ireland the ahandoOr 
ment of the gold aundard waa indeed the signal for a freih 
demand by the PLepnblicans for the creation of an ittdq>eii> 
dent Iriah currencjr, but at the same time it exposed, as Mr. 
Co^rave’a Government was quick to retort, the commercial 
inter-dependence of Great Briuin and the Free State, and an 
official Irish delegation has already visited London to discuss 
the terms and purposes of an imperial trade agreement. 

It is more than a fortuitous combination of circum- 
stances — in which economic adversity plays an important 
part — ^that has caused the outlying members of the Com- 
monwealth to welcome with peculiar warmth a search for 
an imperial economic policy. For close on a hundred years 
the history of the British Commonwealth has been 
dominated by political devolution from the centre and the 
growth of independence in the parts, of which economic 
nationalism was at once the result and the symbol. India, 
Burma, Ceylon, the African territories, the West Indian 
islands and other “crown colonies” have still some marches 
to tread along that road, but the Dominions, through the 
world war and their recognition at Paris as independent 
Powers, through the post-war Imperial Conferences, the 
Balfour Memorandum of 1926 and the Statute of West- 
minster, have been brought close to the end of the journey. 
Political nationalism having thus achieved its end, the 
economic nationalism that accompanied it will certainly 
change its direction into new and broader channels. It 
has, of course, been tempered by a generous measure of 
preference granted by the Dominions to Great Britain — 
which the mother country has looked upon as some return 
for the great imperial burdens she has borne, in the fields of 
defence, finance and of trade, too, as the metropolis of the 
p)mraonwealth, apart from the preferences tlut she has 
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•0 hr granted; bat geaeta% qpealdng the prdeieaice 
liM been a bjT'prodnct of a poHcy designed in rriation to 
load and not to imperial needs. Some nationalists in the 
tXaniiuons, especially in Canada, have opposed the growth 
<rf todnitrial protection ; relieved of their fears of political 
domination by Great Britain, they are turning to the 
“ jpire as a means of securing the greater freedom of world 
de that they desire. Some nationalists, on the other 
Mfld, have been equally ardent advocates of protection ; 
but when legislative autonomy is secure there is no longer 


any need to demonstrate it by displaysof fiscal independence, 
and nationaliiti of the btter iind, too, are far more willing 
to consider the possibilities of the Empire as an economic 
unit now that it is obviously not a political unit. From a 
more rational economic view of the Empire we may yet 
proceed to a healthier political view, which will reconcile 
the independence of the parts with the development of 
a common policy for the whole, seeking the advantage of all 
througli the promotion of world peace. 

But a great opportunity always implies a great danger, 
the danger of failing to grasp the opportunity. If this 
fresh and ptjwcrful sentiment is spilled upon the ground or 
is allowed to engender merely a set of unnatural bargains 
for the benefit of special interests, it m.->y never appear 
again. If the Hritish Commonwealth, with all the force of 
imperial loyalty and of common blood and tradition to 
strengthen its purinm-. cannot by concerted effort stem the 
tide of economic natUmalism and set an example to the 
world, what can be expected of conclaves and affiances 
which have no such Ixmds ? The failure would be a failure 
m the eye, of the world, and the consequent sneers at the 
boasted unity of purpose in the Commonwealth would be 
iccoropanicd by general disillusionment and cynicism. How 
can frame and Germany be expected to' agree on the 
complex raatteri of disarmament, frontiers or reparations if 
on the simple ..sue of economic policy Great Britain and 
her Uorainions cannot reach an accord ? 
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II. Mou AMD Brtbe Tradi 

I T U therefore all the more important to be sure vrhat 
we hope the Conference may achieve and what irreatt^ 
tible limiutions there are to its possible achievements. We 
have thought too long of a system of imperial preference as 
implying fredi restrictions upon trade, and thus fresh 
dangers to our economic welfare. The Ottawa Conference 
will fail if it does not approach the problem from precisely 
the opposite standpoint. The purpose of an imperial 
economic system is to cause trade to flow not less but more 
freely. We want to exchange more of our products for 
more of the products of our fellow members of the Common- 
wealth. No member has, in the long run, any interest 
in cramping the trade of the world, and negatively we do not 
wish an imperial preferential system to diminish world 
trade just as, positively, we wish it to enlarge empire trade. 
An imperial economic policy, therefore, which was only a 
super-nationalism in the field of trade and tariflfs, imposed 
upon the unrestricted nationalism of the parts, would be a 
disaster to the Empire and to the world ; it would strangle 
the trade by which everyone of us must live, and, what is 
more, would contain the germs of its own defeat. An 
Empire still divided by high tariflF walls, and ringed about by 
an almost unscaleable barrier against the rest of the world, 
would be an Empire doomed to decay if not to disruption ; 
yet it is the inevitable conclusion of economic policies 
urged upon us by some who most emphatically profess and 
call themselves imperialists. 

We shall therefore not make much progress at Ottawa 
if we have not at the back of our minds the conception of 
trade as a mutually advantageous interchange of goods and 
services. Within the limits set by considerations of 
defence, social policy or monetary difliculties, the more 
trade the better for everybody. TariflFs, in this light, far 
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from being in themidvcs a nitional a8»et, are nslor* 
tmute aeceinty impoted by the action of other* or if 
fundamental national policy. If a tariff is valuabk in 
itiel/t a reduction of the tariff on British import* is a* 
harmful as a reduction of the tariff on imports from 
foreign countries, and the “ sacrifice ” must only be made 
for an equivalent return, which itself takes the name and 
appearance of a sacrifice by the other party to the reluctant 
bargain. Let there be no more talk of “mutual sacrifices” 
or “ conceiiioni ” to be made at Ottawa. The basis of the 
new imperial economic system must be mutual advantage 
or it will be an unsubstantial, jerry-built makeshift doomed 
to early collapse. Buying and selling arc reciprocal func- 
tions and the wealth that goes into a country by purchase 
should be regarded ivith no greater suspicion than the 
wealth that goes out by sale. If the world has not yet 
learnt that lesson then wc had better shrug our shoulders 
and wait until the complete breakdown of international 
exchange drives us to a system of barter which would teach 
us the lesson painfully in words of one syllable. 

ll does not follow that all purchases and all sales are 
equally advantageous. Wc recognise that proposition in 
our national laws, which regulate the sale of liquor, 
medicaments and other commodities. Internationally we 
tend, for what many believe to be equally sound reasons, to 
regulate purchases rather than sales, though wc have also 
made some attempt to co.ntrol the export of armaments and 
dangerous drugs. In the present issue perhaps the most 
important consideration determining the control of inter- 
national trade is the balance between industry and agricul- 
ture. flic Dominions Icmg ago decided that at whatever 
sacrifice they would not consent to remain merely producers 
of foodstuffs and raw materials, and by now their industries 
have become a national necessity as well as an object of 
national pride. In Great Britain the gradual submergence 
of agriculture beneath a growing volume of industry and 
services has called forth a corresponding protest which has 
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Hb die ii«eal tdadiMiy beim^^ 
a t ei rf wt * <rf dw Britith OiiiuiMuiweiltih tsd 
co M i! B ie » Great Britain and the Aigoidne or Bcandi* 
mmMp Canada and the United States) most form part of 
the ^ta of the fmthooming negotiations. It is no nsc our 
entering the Conference unless on these fundamental 
pomts we know our own minds and have carefulljr explored 
the ground. 


III. Thi Polict of Gkeat BaiTAiN 

T he general attitude of Great Britain is perfectly clear. 

We are a great trading nation, absolutely dependent 
for livelihood on the maintenance of world trade. Roughly 
6 o per cent, of our exports go to foreign countries. Nearly 
one half of our vast overseas investments have been made 
outside the British Empire. It may be that if we had placed 
more of our capital in the Empire, and particularly if we had 
invested more in commercial enterprise there and less in 
foreign government loans, our export trade would have 
been less precarious and less dependent on the policies and 
prejudices of foreign countries. Certainly we would be 
glad if the percentages were more favourable to the imperial 
link, and perhaps the Ottawa Conference may help to bring 
about such a change, but in the meantime our existing 
position cannot be left out of account. Nearly £200 millions 
of our normal annual receipts, as a country, come from 
invisible items, other than long-term interest, directly or 
indirectly dependent on the commercial prosperity of the 
world at large, an amount which we cannot afford to see 
further diminished. Our position as manufacturers and 
bankers for the world, on which our livelihood depends, has 
been based cn cheap food, cheap raw materials and the 
stimulus of free competition. Hitherto, therefore, while 
it has been a principle of our policy that any import duty 
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thoold, if posiibk, cany an imperial prefMence with it, we 
have been prevented from extending any large meaanre of 
preference to the rest of the Commonwealth by the rimple 
fact that economic necessities have demanded the retention 
of general free trade. Some believe, indeed, that those 
neceintiei remain equally forcible now, especially rince the 
depreciation of the pound has already given us some of the 
advantages that were expected from protection, and that 
we should still be unwise to change our policy even in the 
hope of expanding trade within the Commonwealth. That 
question, however, is not, and need not be, argued in this 
article because it is already apparent that, for good or ill, 
Circat Britain will very shortly have a general and system- 
atic tariff for the dual purpose of revenue and protec- 
tion. In hazarding the established benefits of our former 
policy, wc arc motivated partly by the need to defend 
ourselves against the effect of tariffs elsewhere on our 
own balance of trade, partly by the desire to arrange 
a common economic policy with the rest of the British 
Commonwealth. If wc, for that purpose, arc prepared 
to forsake free trade it is more than reasonable to 
expect the Dominions at the same time to modify their 
policy of high protection. Of imperial preference Great 
Britain must demand that it should expand rather than 
diminish the aggregate of international trade, that it should 
enlarge her exports and not merely injure her competitors 
in one market so as tc intensify their aggression in others. 
That is not an impossible demand. It is false economics 
to contrast our imperial and our foreign trade and to assume 
that a rise in the one must necessarily be accompanied by a 
fall in the other. One of the foremost reasons for the 
decline of our overseas trade since the war has been com- 
parative lack of adaptability. World changes in demand 
and in pnxluctivc capacity have accounted for most of the 
decline in our staple cxp)ri trades ; in some of the newer 
industries -motor cars, aeroplanes, artificial silk, and many 
others -our progress has been encouraging, but it has not 
^54 
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he atzeegtlieBed nther than hindered in foreign maiheta 
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Bat if oar aggregate <rf trade ia to be enlarged our tmpetidi 
pcdicj matt be flexible enoagh to allow ua to take advantage 
of any apedal opportanitiea that may ante outakle riie 
Empire. It woold be fooliih to akat out the reat of the 
world for ever from advanuges which the membera of the 
Commonwealth accord to each other* and to make thoae 
advantages vriiolly dependent on such exclusion. Since 
the British market it as important to the foreigner as the 
foreign market it to Great Britain, we should fear tariff 
retaliation not to much for its direct injury as for the harm 
it would do to world trade as a whole, but the repercussions 
upon our own position would be serious enough. More- 
over, our imperial tics would be no more than fetters if, 
while suffering all the disadvantages of protection, we were 
to be prevented from reaping its benefits in securing special 
concessions from foreign countries on the strength of the 
bargaining power that it would afford. That is especially 
true at the present moment, when the negative success of 
traditional commercial policy in securing “ tariff disarma- 
ment ” has driven many countries to seek a way out through 
customs unions and preferential systems. The Scandi- 
navian countries, for instance, followed Great Britain in 
abandoning the gold standard, and are now putting their 
heads together for the development of a common trading 
pohcy in which, sooner or later, they are bound to invite 
Great Britain’s co-operation ; together, they rank with our 
best single customers, and for their part they are so dependent 
on the British market that th^ are bound to offer advan- 
Ugeous terms which, desirable as it may be to divert some 
of our demand for their products towards Canada, Ireland 
and New Zealand — not to mention our own home pro- 
ducers — we should at least be in a position to consider. 
T tsS 
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'JlBt rttmlmwnt' "W tf w i f ow# 
eonttie* to ttei&m ift ijiite of kt xDCoovertkttK^ mMfdA 
|«s bMO renuribble, awl ni^t be employed, at we aiii|h 
felted laat EJeceinbisr,* to organiie a near inteniatiowrf 
exchange ^item arfaicb aroold arotd Mnne of the p^Sl 
of the poft-arar gdd nandard ; if nothing is dtwe in die 
aBeantine, Ottaava anD preaent an opportunitj for tal^ 
a fim itep in that direction. But to leaae all fineigB 
couotrtei out of a nerling union would be a grave error, 
jret it aroold almoit tnevitabljr foUow jf the near s^atem 
of imperial preference* were to be aggretriveljr directed 
^atnit the rett of the world and were to forbid preferential 
arrangement* outride the boundaries of the Empire. 
Sir Herbert Samuel, speaVing in the House of Commons 
on February 4, a*»ertec* that this would be true of the 
actual tariff propoul* that he was denouncing ; that 
critictim, if well-founded, would be of great moment, and 
it i* to be hoped that the Government will bear in mind 
the import ance of not unduly tying their hands at Ottawa 
for negotiation with foreign countries. The point is 
not by any means of purely British interest. South Africa 
ha* already, for what seemed to her good and sufficient 
reasons, concluded a commercial treaty with Germany by 
which that country receive* all the subsequent preferential 
advantages extended to Great Britain, and there is no 
saying when opportunities may not arise for making other 
special arrangements, wy between Canada and the United 
States, or Australia and Japan. 

I\'. Thi Scorx or PxEriRENCi 

E ach of the Dominions, before putting up proposals 
at Ottawa, will have to consider its own fundamentsd 
national policy, it* relations with third parties, its internal 
political situation. The scope of preference, or other 
methods of expanding trade (of which tariff preference is 
plainly only one) is thus somewhat limited, and cannot, 
• S*« T*i Rovmo Takls, No. I5, December 1951, p. 55. 
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From From 





Britiah 

foreign 





countries 

countries 

Total 

1. 

Total imports of merchsiKUie . . 

380 

966 

1,246 

». 

Grata aad flout, etc. 


4S 

<3 

to8 

J- 

Meat 


26 

85 

III 


Butter, cheese and eggs. . 


37 

48 

85 

s* 

Fruit 


9 

»9 

3« 

6. 

Sugar, tea and tobacco . . 


44 

4» 

86 

7- 

Raw tCEtiks 


73 

lOI 

*74 

«. 

Wood and manufactures thereof 

6 

S« 


II. luroiTi or MAKurACTURu into the Dominions and 

India 


Annual Aver aits 1924-39, infmiUhn 




From 

From other 

From 



United 

British 

foreign 



Kingdom countries countries 

Total 

I. 

Totsl imports of raer- 






chandise — 






(a) Canada . . 

?6 

II 

169 

216 


(6) Australia.. 

64 

»9 

66 

*49 


(r) New Zealand 

*3 

II 

»4 

48 


South Africa 

M 

10 

26 

70 


(r) Irish Free State. . 

49 

2 

11 

62 


(f) Newfoundland . . 


3 

2 

6 


(g) British India 

9* 

>4 

82 

188 

a. 

Iron and steel lemi-manu- 






factures 

»9 

0 

14 

33 

3- 

Agricultural, electrical and 






other machinery . . 


I 

35 

67 

f 

Motor cars, etc., and parts 

8 

5 

33 

+6 

s. 

Other metals and manu- 






factures of metsl . . 

*5 

3 

*9 

56 

6. 

Cotton piece goods 

51 

0 

»3 


7- 

Other manufactured ten- 






tilea and apparel . . 

5^ 

9 

39 

104 
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€X ooone h irodd be abnid to eipect diat «iqr iipeoiWBt 
thoold cover even the nujoritf of the iteau ro n t e in e d in 
dbe taUet, and indeed it would be dangetoot if it did, b«t 
the «xe of dtc ^oret abowa at katt that, other cceuideio- 
tiooa apart, the fieU ia large enoi^ to tnabe an attempt 
at an imperial preferential syatem worth while. Ithaabe^ 
tuted with anchority that the Dominiona impmted from 
fcMretgn coontrica in 1929 as much as ,^280 miUiona' worth 
<A 9}oda of a type which could be aatiriactorily produced in 
Great Britain, and while the figure may be a little exag- 
gerated by the iaclaiion of claaaea of manufactures in which 
foreigD countries have for one reason or another an over- 
whelming superiority, it can scarcely be put at leas than 
£xoo million on a conservative reckoning. At the 1930 
Imperial Conference Mr. Scullin stated that Australia 
was importing between ^40 and ^^45 millions* worth of 
goods from foreign countries of a type in which Great 
Britain could compete. 

Tlie question of the division of manufacture between the 
Dominions and Great Britain is perhaps more complicated 
than any other which will be raised at Ottawa. Here in 
particular careful preliminary investigation will be necessary, 
since discussion in general terms is bound to be fruitless. 
'ITic question to be settled it, how can wasteful competition 
be supplanted by advantageous specialisation? There are 
many lines of nunufacturcs which the Dominions attempt 
-or may attempt - to make for themselves but which, for 
want of a large enough market or of associated industries, 
they can only produce very expensively, whereas in other 
lines, which they arc perfectly competent to manufacture, 
they are hampered by the cut-throat competition of British 
and foreign producers. If the Conference can replace this 
wasteful division of effort by specialisation, sundardisation 
and concentration of production, it will do much to enhance 
the industrial efficiency of every member of the Cwnmon- 
werith. Even were the only result to be a precaution 
against unnccesury overUpping in future development, 



VWs ^9PWB Wv ir 'ipop vSniini inn Oft laMm Oi ^|nv pPOiBPir ’ 
jlifiyi'giiltirt'W'i- nt -dte iteel tadnitiTr oe kbutm ta Ik# 
iiten teuidkariaf tlw proUem of iiitt«-iiiipetlil ti#e l| 
tlHKe toroM far •ome tune pact, iwl last fear* *t #e Ik^ 
aiutkm of the Caitadian Government, a miaaion of Ihitiili 
oidvttrtalttta viaited Canada eapedalty with the view ol 
diacnaaing poaaibQitka of compkmentaiy productba. 
The Federation of Britiah Indnatiiea and other intereatcd 
bodiea in Great Britain are adopting the aame Ime ol 
approach, aa well aa attempting a direct eatimate of the 
poaaible marketa for Britidi gooda in the Dominiona. 
Theae valuable aemi-private invettigationa muat, of courae, 
be linked up with official preparationa. In Great Britain 
a apedal committee of the Cabinet ia being adviaed by 
inter-departmental committeeaof offidalawho are reviewing 
very cloaely the poaaible acope of preferencea and other 
meant of enlarging trade with the Dominiona. Each of the 
lattCT, of courae, has ita own method of preparation. Even 
six months before the proposed date of the Conference — 
not by any meant too long a time — it ia plain that in 
matters of production and trade the ground is being much 
more carefully explored than it ha a been before any previous 
Imperial Conference. 


V. Methods or Negotiation 

T his exploration will indicate the possible held of 
preference or other devices. But there ia another 
vital point to be settled, namely, by what method should 
the attempt to enlarge trade within the Commonwealth 
be made by the British Government, with whom the 
initiative is bound to lie. A suggestion has been put 
forward,* with considerable cogency, that instead of 
going to th^ Conference prepared to grant some isolated 

• Letter* to Tb* fitut from Mr. Richard Jebb, December »3, 19JI, 
and JaBuax^ 5, 193a. 
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fnmi^ took m * lAoit ia tecva nkiliinr 
fwiki^ nd iinieUtad tifier the Dcmiia^ 
iiectiiif ow expomof muniiacmes, ** we liMMild 
ia mu MSt ba^et a tasif de<^:Qed thnni^iOBt to iiieet awr 
mm doomtic oeeda, but with at least two scales d datf : 
(j) the geaeral tariff, iu., applfiag to all coontrias aat 
subject to exceptional treatment ; and (a) the prefoeatiai 
tariff, apptjring alike to all parts of the Empire. In fix i ty 
the rates <d dntjr on each class of goods, care is taken to 
safegoard the primary object. If it is protection, the pre- 
ferential tates must be kept high enough ; if revenue, the 
geaeral rates mutt not be too restrictive. So we should 
immediately rc.tch the goal, of effective Briunnic reci- 
procity, by a certified path which avoids any preliminary 
bargaining, with Us insep<«table risk of friction and failure.” 
That plan has undoubtedly a great deal to recommend it. 
Its chief merit is that it would safeguard Great Britain 
against " buying a pig in a poke,” against obtaining prefer- 
ential advantages of hypothetical value from the Dominions 
in nichangc for an alteration of her own trading arrange- 
ments of whose defects or merits she could have had no 
experience. It would ufeguard her, too, against building 
up a patchwork preferential system in the Empire without 
s principle and without any conception of an ultimate 
goal. 

If, however, the plan means abandoning altogether the 
idea of negotiating with the Dominions on the basis of 
alterations in our tariff and in theirs, it is presumably 
impracticable, 'llic indefinite p»stponcment of the Con- 
ference to svhich wc arc pledged, and to which the British 
electorate and Parliament keenly look forward, would let 
•lip the opportunity of using the enthusiasm of purpose 
that we have described, until a vague future date at which 
it might no longer exist. In so far as the plan implies 
only the construction, before wc negotiate, of a geaeral 
tariff lyitcm in which the Dominions and colonies receive 
tubiiantial preference, it is abcady being put into force, 
a6o 
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end if amagefflenu are reached maly on ^e acoM of mnniMt 
advantage^ not mntaal «acrifice» in accardauice with « 
omoqmoa td the Empire as a collection of aatonooaoaa 
anits trading more and more fruitfully and on a greater 
aod greater scale with each other, while at the same dme 
not attempting in any way to isolate themselves from the 
reu of the world. 

But there are two further chmces that must be made 
regarding the method of approach to “ effective Britannic 
reciprocity,” choices different from Mr. Jebb’s antithesis 
though implicit in it. Granted that a conference it held 
with the purpose of securing some understanding between 
the Dominions and Great Britain upon reciprocal trade 
advantages, whether by tariff, quota or other means, is the 
outcome to be a set of commercial treaties binding the 
parties in precise terms, or the continuance of the tradi- 
tional policy of free and automatic preference under the 
guidance of a “ gentleman’s agreement ” i There is 
much to be said for the latter alternative, provided the 
understanding were broad and flexible enough to allow any 
party to modify its tariff, if necessary, without raising 
an accusation of breach of faith. It would preserve 
beyond dispute the tariff autonomy of the members of the 
British Commonwealth and the adaptability of their flscai 
arrangements to meet either an economic emergency — a 
crop failure, a collapse of prices, the breakdown of an 
exchange system — or a change in their fundamcnul 
economic policy. It would avert the danger, which many 
believe to be acute, that the use of imperial sentiment to 
manufacture commercial pacts will destroy the sentiment 
and leave only the pacts. 

The case for the opposite course cannot be logically 
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jKCMDtsd viKfi ^ iccand dwiice hu been nude. Ii 
Greet Mens n) be betted to offer tbennieterau to eedk 
end iB of die l>aiididoo% or vof ahe diacriiidiiate betme i l 
dem i The diiedTeatagei of the former ahmulive ere 
not ehrayf folty reafiied. Not onljr annild e commerced 
treety to wfakb dx Dominioai (not counting India or 
Other pant of die Empire) mutt nmolttneooity be pardet 
be extremdy difficult to negotiate ; it would be almott 
impotnble to maintain, nnce a change in goremment in 
tome one or other of the Dominioni occurt very frequently, 
and lince each of them jealoutly cheriihei its conttitn- 
fional right to alter iti taxation — indirect at well at direct 
— at and when it pleaiet. In no one of the Dominioni, 
let alone Great Britain, ii the uriff “ out of politic!,” in 
the icnie in which it it to in France or other European 
countriet. Thua the leptempartite agreement would 
twiftly wear thin with friction againtt Dominion tariff 
autonomy and againit jealous suspicions, among certain 
of the parties to the bargain, that they had not got quite 
as advantageous an exchange out of it as their fellowt. 
That last objection holds, in some measure, against auto^ 
mitic preference also, but if a bargain in black-and-white 
must grant the same terms to every member of the Com- 
monwealth it would certainly be preferable to have no 
written bargain at all. 

Would wc not, then, be well advised at this stage to 
abandon the principle of equal preference for all parts of 
the Empire, for the Mke of progressing more rapidly 
towards the enrichment and enlargement of intra-empire 
trade and of dealing faithfuUy with those Dominions which 
arc willing to offer us the greatest advantages f If progress 
II to be held up indefinitely by the reluctance of a single 
Dominion to modify in protectionism, the hope of cipand- 
mg commerce by imperial preferences had better be 
abandoned from the start. Any Dominion which stood 
aside at first would be able to come in as soon as it became 
aware of the advantages it was missing. At aU costs the 
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aUe enj^ibn of tiade. We bdieve that the beat vny «f 
addeviag that pnrpoae is for Great Britain to be , 

if neoesiarft to enter into separate gendeinan*s agreemaftti 
widi gronps or individaal Dominions^ at a prdhniniuy 
to a general accord ndiich mi^t mature only after fears df 
exptftence, and in any cate fitted mentally into a sdbeme 
of what intra-imperial trade really onght to be in relation 
to world trade as a whole. 

Such a plan would avoid tome of the pitfallt that lie 
in the path of imperial preference when it tumt towards 
the other parts of the Empire. India, for instance, at her 
representatives have frequently pointed out, is not in a 
position either political^ or economically to grant any 
substantial increase of imperial preference ; were she then 
to share fully in the advantages which the Dominions had 
secured in exchange for enlargements of their own prefer- 
ences to British products they might legitimately com- 
plain. Should the colonies participate in those advantages 
or not i Only those most ignorant of the structure of the 
Commonwealth could imagine that a simple Act of the 
Imperial Parliament can establish in the colonial empire a 
system of reciprocal preferences, or “ Empire Free Trade,” 
or for that matter any other alteration of fiscal policies. 
Ceylon, the West Indian Islands, the African territories 
and other colonies have in these affairs a large measure of 
self-government with which we would attempt to interfere 
only at grave peril to the amity that exists between them 
and ourselves. In West Africa by the Treaty of St. 
Germain-en-Laye, in the mandated territories by the terms 
on which we hold the mandates, we are bound not to 
establish preferences against foreigners. And over the 
whole of the non-self-goveming Empire trade policy 
must be guided by the consideration that any attempt to 
build barriers against the rest of the world and make the 
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tm SMSN^ oi the ookniie* themielT«t bat of tike wbofe of 
fbe faN%B w«bl To treat the whole Coiniiuinwcaldi 
a$ one to trade rdathmi it, therefore, muufectty impiactic* 
abfe—a fact whkh hat, mdeed, been recogoited alr^y bjr 
the Britith GoTcmmeat in in tariff policy-rand we wcndd 
that do wdl to retain the utmost freedom of action by 
allowing at leatt the postibility of differential preferencet 
within the G>mmonwcaltb. Such a coarse would not be 
the novelty that it appears at first glance, for it it the 
ettablithcd practice of the Dominions themselves. 


VI. ONCLUSION 

L et us now sum up what seem to be the fundamentals 
of any system of imperial trade regulation, including 
preference, which is to be of lasting value. It must take 
into account the fundamental economic policies of the 
participants, including the balance between their industry 
and agriculture, and their commercial relations with the 
rest of the world. Once those essentials have been deter- 
mined, it sliould imply a progress towards a lowering of 
tariffs and the breakdown of economic nationalism gener- 
ally ; . it must expand rather than diminish the volume of 
world trade. While for the time being it may injure third 
parties it must not be directed against them, and must 
leave them an opportunity of participating in preferential 
advantages in exchange for ccjuivalcnt undertakings. It 
must not be of such complication or duration as to lie the 
hands of any party unduly in its trading relations either 
within or outside the Commonwealth. Above all, it 
must be based on the principle of mutual advantage and 
ftee consent. 

W'c believe that with the goodwill that has already 
manifested itself, and with careful preparation by experts 
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guide « limt a ttm eta be nude 
mmt «l tbe CcMumonweahh at a real economic enti^ iti& 
a poiicjr and a porpote of its own. Outiide the fidd of 
dwieit mote dun a little to be done. Tbe neauepdi# 
iavestigatioa and scientific stndjr carried oot by tbe Emfdni 
Maibeting Board and the Imperial Economic Committee 
might be organised on a broader scale. Marketing Mid 
advertising, especially of Britiah manufactured goods in 
the Dominions, are questions that must be rais^ either 
at the Omference or by direct contact among the httei^ 
ested parties. The work begun by the British Engineering 
Standards Association and the British Standards Institution 
diould be “ boosted ** into sundardisation for the En^pirc, 
a measure which would do more for the expansion of Brirish 
nunufacture than many an imposing tariff reduction. 
Imperial co-operation is overdue in many spheres, including 
those of the film industry, telegraphs and broadcasting. 
Even if the decision goes against setting up a perounent 
central organisation, more frequent contact among the 
economic advisers of the several Governments will be 
essential if there is to be any real imperial economic policy, 
and in particular the prejudices and personaUties of 
Whitehall must no longer be allowed to prevent the 
organisation of an imperial statistical bureau, or at least tbe 
assimilation of imperial statistics to a common standard. 
Above all, dangerous or futile as such a course may seem, 
the question of migration and settlement must be dis- 
cussed in some form or other, because until it is settled 
the economic future of the Empire remains hazardous and 
its economic policy a makeshift. In all these matters 
Ottawa presents an unexampled opportunity. Let it 
not be lost or abused for want of foresight or preparation. 


CHINA, JAPAN AND MANCHURIA 


I. The Manchurian Problem 

M anchuria li a Und of opportunity. It aroused in 
Russia dreams of a Pacific Dominion and offered 
her a warm-water pert for the development of eastern 
Siberia. Its empty spaces and vast resources have since held 
out to Japan the apparent solution of pressing domestic 
problems. And China alone of the three Powers concerned 
seemed to be unaware of its crucial importance. From 
1896 down to very recent years the political weakness, 
venality and shortsightedness of successive Chinese Gov- 
ernments gravely impaired the rights of China in Man- 
churia and gave Russia and Japan opportunities of aggres- 
sion which they were not slow to use. The history of 
Manchuria since the Sino-Japanese War of 1895 is well 
known and will not be retold here ; but, in estimating the 
real situation created by the events of the past forty years, 
we may epitomise the story by saying that Russia, France 
and Germany saved Manchuria for China by forcing Japan 
to relinquish the Liaotung Peninsula in 1895, that Japan 
in her turn did China an even greater service by driving 
Russia out of South Manchuria in 1905, but that in the 
years which have followed Japan has often given China and 
other interested Powers reason to suspect that the final 
aim of Japanese policy was the political as well as the 
economic control of Manchuria cither by a veiled pro- 
tectorate or by annexation outright. The action of Japan 
in annexing Korea in 1910 gave force to the suspicion. 





t» tlte dnmr, tad alum h awofo it loaad tMt ^iMOpi 
XMittal rigjfcM sad itt «mmtijl istenm itt 
iMavOf iBOvtgaged sad tu power to redeem dieia i|iiil!i^ 
btadeqaate. Tk«« the legacy (d tlmpsttnulmthepriMett 
«f to<dsjri sad ao treatment ci it will be effective wUti^ 
does aot take scconnt of tbe cbsncter of the kgicy. 
Whether the mesni taken to achieve certain enda by Japan 
and China in Manchoria ber^axded at fair or foiU, competent 
t« incompetent, the heart of the problem liea in a con^ct of 
indiapumble righta. More than once the Chineae have 
agned away their rights under the duress of force or bribery, 
but that does not impair the l^al validity of Japanese 
interests thus created, which are founded on treaties that 


any law court on earth would recognise as binding on 
both parties. Public opinion, however, knows that treaties 
are not eternal, that they begin to decay before the ink is 
dry upon them, and that the problems they raise must be 
regarded in terms other than mere law. Once we take tke 
dispute out of the region of strict legal right and look at 
it in a broader way we see that it is really a conflict between 
indisputable legal claims on the Japanese side and funda- 
mental national rights on the Chinese. It is not the first 
time that there has been a difference between law and moral 


justice ; and we have learned in our history that resistance 
to the law is sometimes the way to get justice. But those 
who resist the law must know what they are doing — ^which 
has not been the case with much of the Chinese resistance 


to Japanese rights in Manchuria. The plain fact it that the 
Chinese feel that unless th^ oppose the extension of 
Japanese control in Manchuria by every means in their 
power, both legitimate and illegitimate, their future as the 
real owners of Manchuria will be seriously prejudiced, 
while the Japanese refuse to allow their great enterprise in 
developing the resources of the country to be injured by 
Chinese disorder. 


The foundation of Japanese rights, in the treaties of 
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Ciaiw, tiHl Manehtiria 
190; tnith Rntfta aod China, ind of 1915 with China abne, 
btittreited bjr agreemeati (public and lecret) regarding 
miUury and railway <}QeKk>na, it well known. Theae 
docnmenta have been made available to the public in a 
•core of volume!, of which the lateit ii Mr. C. Walter 
Young'* itandard work.* Moreover, whcft it appeared that 
tlic Chiueie Foreign Office wa* inclined to deny not only the 
validity but the exiitence of one of the more important secret 
agreement*, the Japanese Government announced (January 
14, 1932) that the agreement* were privately communicated 
to the ithtiih and .American fiovcrnmcnts loon after their 
signature, 1,/ , in 1906, and had been originally withheld 
from publicity by request of the Chinese Government itself, 
'rhii statement has not 10 far been denied by the Chinese 
Government and may, wah reservation, be accepted at 
true for all practical purposes, 'rhcrcforc the legal basis 
of the Japanese case cannot be seriously questioned, and 
until the trca’ici and agreements, one or all, arc amended 
or denounced there can be no effective change in the 
situation. Hut, while the treaties are the legal instru- 
ments of Japanese right* in .Manchuria, there is something 
more vital than a legal <laim in the motive which inspires 
Japanese intransigence whenever any Manchurian issue is 
raised. The generation which was brought up to believe, 
and fought the Russian War in the belief, that .Manchuria 
was the land of salvation, is still alive, .ind though the 
failure of Japanese coloniuti >n hat shaken one of the main 
pillars of that faith, ther?- are still ."trong material reasons 
to support it. Sentiment, too, is a powerful factor. The 
chief glories of the Japanese army are enshrined in Port 
Arthur and the battles of the .Manchurian War, and in 
nuny a temple throughout Japan there are images in bronze 
and iron, cast from Russian weapons, tlut remind the 
worshippers, voung and old, in a way in which the Achilles 
statue in Hyde Park hat ceased to remind England, of 

•Tayavr SffnJ P,„„„ „ (The Jolim Hopkins Press. 

Baltimorf, if)t« ) 
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y fc to ri e t bu^won over a mice duigeroat foe.^ 

Ubod of Japan nrat poured out to protect tlie;li 
from a fore%n danger, the treasure oi Japan faaa nnde been 
spent to foster tbe asset thus acquired. 

In the Tears immediatelr following the Manchurian 
War, Japan beliered that she could send the surplus of her 
rapidly growing population to find new homes in the rich 
open spaces of Manchuria. The policy of the Mancho 
dynasty had closed them to the Chinese within the Great 
Wall, and, with the Russians driven bade north of the 
Fengtien border, a region capable of holding twenty million 
settlers lay open to the hungry Japanese peasant. The 
Japanese Government left nothing to chance, knowing 
perhaps that the small cultivator would require some 
inducement, backed by official pressure, to uproot him from 
his home in Japan. Those were the days before the great 
expansion of Japanese industry, and though the spectre of 
overcrowding was no more than a cloud the size of a man’s 
hand on the horizon, it had begun to disturb far-seeing 
minds. Moreover, the Government realised that the legal 
rights of Japan in Manchuria would receive an immense 
reinforcement if, in the course of a generation, the land 
could be filled by theirown people. SotheOrientalDevelop- 
ment Corporation, founded in 1908 to perform the task 
of Japanese colonisation in Korea, was authorised to extend 
its colonising enterprise to Manchuria in co-operation with 
the newly created ^uth Manchurian Railway Company, 

The task proved beyond their power, but before they 
confessed failure a new factor came in to offer consolation. 
In 1910 Japan annexed Korea, and the Korean peasant 
was thenceforth cast for the part originally assigned to his 
Japanese brother. By the act of annexation the Koreans 
passed under the Crown of Japan, became Japanese citizens 
and acquired extra-territorial rights in China. Thus 
transforme ' they could be employed as useful pawns in 
Manchuria. Their extra-territorial character gave them 
immunity from Chinese taxation and from administrative 
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China, Japan and Manchuria 

or jodidal interference with their liberty, and conferred 
on them the right to *ettle in Manchuria, while thdr 
natural habit* made them more eflFective competitors with 
the Chinese in agriculture and other occupations than the 
Japanese could ever hope to be. Given a sufficient lapse 
of time, their prolific powers would people the empty land 
and China would awake one day to find that her three 
eastern provinces over the Wall were gone for ever. It was a 
pretty plan, designed with no little sense of reality, and it 
»<> far succeeded that there arc now over 600,000 Koreans in 
the country. 'Fhcy have not done all that was expected of 
them and might have done more. They cannot be de- 
scribed as the zealous and devoted agents of the new plan, 
for though they do not love the Chinese, they have stronger 
reasons for haling japan, . ad they could not be trusted to 
pi(k the ihcstnuis out of the Manchurian fire merely for 
thr l/raux yfux of Tokyo. Hence a slower tempo in the whole 
prrKccding, which delayed the fruition of Japanese ambi- 
tions and, l>y so much the more, saved the interest of 
China. Had the colonisation of .Manchuria by Koreans and 
Japancie from 1910 to 1920 prcKeedecl at anything like the 
pace at which the Chinese migration subsequently moved 
between 1925 and 1930, the situation would be different 
to-day ; but whereas in these five years at least three million 
Chinese went to Manchuria, in the previc'us twenty less than 
three quarters of a million Koreans and a quarter of a 
million Japane.se had effectively settled there.* 

The failure of this colonisation plan led Japan to lay a 
somewhat different cmpha.sis on the value of Manchuria. 
Japan’.s phice in .Maiuhuria first and foremost is politically 
essential to her because it keeps Russia out. Its second 
value is tfte investment she has made tin re, which is 
to-day reckoned at 1 4,000,000 ; but not all of this 

• In lyjo. iicrJiiift t.. ihc M for 1031 (pubUshed 

the I'U.t AiUoc F.atmmnt Invrwigition Bureau, Tokw), the population 
of Mamhutia o.nained of *8,159,873 Chincie. 607,119 Korean*, a»8,8lo 
japaneic, lor,l9S other rate*. 
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Tbe Mindumtii jPnaWieiii 

JkfMneK maaeft for £i 6 fiO0fioo «! k ia ttnfiag 
akMK ori^iuUy caune from the po^tt of Briti^ iaTcston 
who took up the txmds of the Soath Maachama Railway; 
and a further large aum, both in sterling and in Unh^ 
Sutes dollars, is now invested in Japanese government bonds 
and other paper which in fact rejvesent interests in Man- 
churia. The total foreign investment in Japanese under- 
takings in Manchuria is difficult to estimate, but it must be 
an appreciable proportion of the whole. The third value of 
Manchuria to Japan is (a) as a source of vital raw materials 
and (b) as a market, on which a brief description of the 
economic situation of Japan will throw some light. 

The essential domestic problem for Japan is to find 
sustenance and elbow room — perhaps one ought to say 
sustenance or elbow room — for her increasing numbers. 
The natural increase in her population is 700,000 per annum, 
for whom she must either open new fields of emigration or 
secure new markets. In cither case her domestic problem 
dictates her foreign policy, and, as emigration has practically 
failed, her foreign markets and her sources of supply have 
become ever more vital to her. In 1913 she imported 
about 4 per cent, of her consumption of rice, in 1928 the 
figure had risen to over 16 per cent. ; she imports prac- 
tically all the raw cotton she requires ; and of the iron 
ore consumed in Japan proper, 91 per cent, came from 
outside sources in the five years ending December 31, 1930. 
To pay for her yearly increasing imports of mculs, coal and 
food, she must export produce of her own making, chiefly 
raw silk and cotton manufactures ; so that the Japanese 
position to-day is that raw silk is raised and exported 
(mainly to America) to pay for imports of raw cotton, which 
is made op into yarn and cloth and then sold abroad to pay 
for the rice, beans, coal, and heavy metals which Japan is 
obliged to buy in foreign markets. Her invisible exports 
{e.g. shipping services, etc.) play some part in balancing the 
account, but the returns they give are not likely to increase 
so largely as to fill the gap. The foundation upon which 
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her foreign trade stands is too narrow to be safe. Two 
staples, silk and cotton goods, amount to over 6o per cent, of 
the total exports ; and two countries, the United States and 
China, arc the markets for more than two thirds of the 


exports. 

China, sharing with the United States the bulk of Japanese 
exports, is therefore one of japan’s most important markets. 
But, as the Yangtze Valley and South China take the 
major share, North China can claim only the lesser part ; 
and when from japan’s trade in North China we deduct 
that whi( h proceeds to the interior via Tsingtao and Tient- 
sin, there remains for Manchuria only a fraction of the 
whole, The total exports from japan to all destinations 
in 1929 were yen 2,149 million (over £zoo million*); 
her exports to Manchoua were 138 million Haikwan taels 
(roiiglily /jiy million*), which means that Manchuria takes 
8 per rent, of Japanese exports. As an existing market it 
thus has a fompantively small v.ilue, whatever may be its 
prospective value in better times when Chinese immigra- 
tion has filled iis empty spaces. For purposes of com- 
parison ■ atul to place the whole hyperbole of Manchuria 
in Its proper perspective- we put on record the fact that 
japan's cxpr)rf to *hc L’nitcd States is worth sir times as 
much as her exfvoft to Manchuria. 


As a source of supply for japan, Manchuria has a somewhat 
different tale to tell ; for in 1928 Manchuria supplied one 
third of her pig iron (British India supplying one half) and 
two tivirds of her imptvrtcd coal. Of iron ore Manchuria sup- 
plied none, the whole import being divided almost equally 
between China proper and the Straits Settlements. Of 
the soya bean japan takes twice as much from Manchuria 
as from any other area ; but a still greater part of the total 
. famhurian production goes to Europe and America. 

• G.nvrr.ien fnirn these rurrencics into pounds presents very difficult 
Fk \ anchored to and the value of 

.he tsei fluctustr. will, the price of silver. The figures in sterling have been 

noT-nuudcMUdv';;! Of the 
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Thus it is to be comdiKied that the economic nine of 
Mandmm to Japan is considerable, bnt by no means so 
great as is often assumed. As a source of coal and the 
heavy metals it is important, and from the point of viewof 
supplies in time of war even more valuable if not vital; 
as a source of food supply it is not negligible ; but as a 
factor in the total trading interest of Japan it cannot for 
one moment be compared with China proper, or the United 
States ; while even India is a better customer than Man- 
churia. And when we reflect that the trade of Great 
Britain with Manchuria is jf7,ooo,ooo it will be seen that 
our legitimate stake in the future of the country is no mere 
thistledown and that the Japanese claim to an exclusive 
interest finds little support in cold fact. We have good 
reason to insist that in any negotiation between China and 
Japan the “ Open Door ” shall not be closed. 

IjCt us now resume the general argument. The colonisa- 
tion policy, having failed to transplant Japanese settlers to 
Manchuria, achieved a limited success with the Koreans ; 
but even this partial success had awkward consequences for 
Japan. It added a new point of friction to the rapidly 
deteriorating relations with China, and in 1931 led 
to a scries of incidents in south-eastern Manchuria, 
in certain districts north of Chang Chun and in 
Korea itself which materially contributed to the present 
crisis. Disputes between Korean and Chinese farmers over 
irrigation rights and other things provoked disturbances 
near Chang Chun, as well as south of Mukden, and led to 
anti-Chinese riots in Seoul and Chemulpo. Strongly worded 
notes passed between Nanking and Tokyo, but their 
importance was soon overshadowed by the greater crisis to 
which we must now turn. 



C^iin, Japitt aad Min 

II. Th* T»oubli Spkxam Sodthwaid 

T he general dtaatioQ in Manchuria hat uikdoubtedlf 
deteriorated during the la»t throe yetra, 
cauaea appear to operate. After Marahal Chang TaoJia’a 
death hii aon exerciaed a weaker control and diaofder grew 
apace. In the aecond place, the economic deprearion of the 
w«ld depreaaed Manchuria because of the lessened demand 
for her major products, and thus created new unrest among 
the peasants. In the third place, the advance of the 
revolutionary sentiment from the south introduced a 
political factor of disturbance which had hitherto played 
but a limited part. And it ought perhaps to be added that 
japan is not guiltless of allowing her agents to play the 
part of agents protwateurs in the general miUe of banditry, 
economic distress and intrigue. As this condition devel- 
oped, the long controversy over Manchurian railway ques- 
tions came to a head. The Chinese had, for some years, 
openly violated the terms of the original railway agreements 
of 1905 and 1915 and had pushed forward the construction 
of lines avowedly designed to compete with the South 
Manchurian Railway and to make the port of Hulutao the 
rival of Dairen. .Against this violation the Japanese 
Government has never failed to protest and has used every 
device in its power to persuade or comjjel the Chinese to 
desist, or at least to confer with the directors of the Sooth 
Manchurian Railway upon the whole problem. At the 
same time, successive presidents of the S.M.R..haTe 
declared that there is room for all the railways now operat- 
ing or planned, but that their economic co-operation will be 
impossible if they arc not co-ordinated. 

Last June a new president of the S.M.R. was appointed in 
the person of Count Uchida, a former Foreign Minister. 
The Japanese press had expected to see a business man 
placed in the post, and saw in the choice of a politician so 
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it iMu aniimi p c i ffrf at die max tiaw tlM a Siio-|apMMa 
jabt caaniinee Iiad beeii act «p to ittvesttgata aaSwqr 
oooRnctiaa, aad, in the aemi^offidal wordi wed ill 
Tal70» Japan meended to **apere no effort to reach a 
oomprdieiunTe aeCtlement.” l^e principal Chinese ddb> 
gate at the prupoaed c<»iference was Kao CU-jit whose 
antecedents did not inspire much confidence. Mr. Kao 
was that confidant of the Yonng Marshal Chang Hsaehr 
Ikuig who in December, 1938, in the ante-chamber of the 
Marshal’s dining-room, had shot Chang Yinrhuei, the 
Tndiun of Heilang-ldang, and had received as his reward 
the reversion of the latter’s lucrative post, the directordiip 
of the North-Eastern Railway Commission, which cmttiols 
all the purely Chinese railways in Manchuria aa well aa 
the Chinese interest in other lines. During the weeks that 
followed Count Uchida’s appointment eight months ago 
negotiadons for the proposed conference were undertaken, 
and at a preliminary meeting the opening date of the con- 
ference was decided. But when the day came, Kao 
Chi-yi was not to be found. Mukden was combed out 
for the missing director and he was eventually run to 
earth in a strange resort, but mice more gave hie trackers 
the slip and has not since appeared in Mukden. For 
meanwhile events of greater moment put the conference 
out of men’s minds. 

It is significant that at the time when the conference 
was due to meet Japanese feeling in Manchuria was 
running very high, and that the S.M.R. Board had declared 
that it might be necessary to “ discipline ” some of the 
more ardent Japanese patriots in order to calm the atmo- 
sphere. Their endeavour was to convince Mukden, 
Nai^ng and the world in general of the sincerity of their 
attempt to esublish a co-operative poUcy, and to prove 
beforehand that if the attempt failed Tokyo would not 
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be to But the erest* ideted in the Deoeni^ 

Dumber of The Roohd Ta««* not o]i]7 deitroTed ^ 
riihwiy conference bat aroosed the sospidon that penene 
in hi^ poeition both in Mancharia and in Tolyo had neret 
any intention that it should succeed. In this matter, an 
in many others, the dual character of the Japanese Gorenir 
ment, whereby the Foreign Office and the fighting services 
pursue conflicting aims, was well illustrated, and one 
of i« results is that the Japanese case loses much of the 
international support that it otherwise deserves. This 
does not mean that the general admiration of Japan’s 
economic achievements in Manchuria would make the 
world approve of a Japanese annexation ; still less does 
it suggest that any other final result is probable, possible 
or justifiable except a Manchuria wholly Chinese; but it 
implies a genuine desire to sec the claims of Japan, based 
on past agreements, justly treated. '^The Japanese have 
themselves endangered their interests more heavily than 
any Manchurian bandit or even Mr. Kao Chi-yi himself 
could ever do, and have beclouded their own rights by 
intemperate action. The plea of Chinese obstruction, 
procrastination and disorder, while pointing to the 
radical cause of all this evil, is no more than an excuse on 
the li)M of the military party in Japan, who, wore juo, 
have taken the wrong way of dealing with it. 

Had the Japanese Government conducted its policy 
in Manchuria in 1931 with greater restraint and foresight 
the trouble would not have spread to the Yangtze Valley 
and thence to the rest of the world. The trouble did so 
spread for reasons that arc well known. As already shoavn 
above, the authorities of the South Manchurian Railway 
have never failed to protest against Chinese violation of the 
railway agreements of 1905 and 1915; but with every 
Chinese attempt to evade the issue raised by their own 
railway policy Japanese impatience grew. Though Japan 
felt she had a serious grievance against China in this 
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• Tmi Rovkd Tasu, No. 85, December 1931, p. 91. 



■■-'if^iiit-'IBieiMl^ ftTM i tAjii— i i4 
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I^imm iiM» i«4nM tai ttzoag pcdon »iit& dUfanc % 
I tiw i^fa p m lOMlIr tltteateaed the phiiiad acco^ nijm 
om snlin^. last year the Soath Manchurian Batbnqf 
waa pttadDod I7 bai^ts almoat every vredc; and aa the 
Ji^iaaeae befiei^ th^ conld get no ledreta from the 
CUneae Goremment they took mattera into thdir own 
haada. But it aeems very likely that the Japanese military 
authorities in Manchnria went far beyond the first intention 
of the Government in Tokyo, and they took such drastic 
action that Chinese reprisals were provoked in the form of 
the boycott all over China, and especially in Shanghai. 

Sha^hai became the centre of disturbance because in it 
Japanese interests are greater than in any other part of 
China, because there were more Japanese goods to interfere 
with and because the more extreme forms of Chinese 
nationalism are there at their strongest. In a word, 
Japanese interests in Shanghai offered to the Chinese 
boycotter a big target at which he naturally aimed his 
shafts. Naturally, too, though unwisely, the Japanese 
retaliated by attacking the centres of boycott organisation, 
which lie in Chapei. Thus, though the direct connection 
between Manchuria and Shanghai is not at first obvious, 
disorder in Manchuria provoked Japan to act, Japanese 
action in its turn provoked the Chinese boycott, and. the 
boycott set Shanghai ablaze. 

By their fatal failure to foresee the political conse- 
quences of an undefined military policy the Japanese 
are now on the defensive before the opinion of the whole 
civilised world, and a problem capable of treatment 
by firm and patient political action has become a 
danger to the common peace. The Japanese have them- 
selves to thank if the Powers seem now disposed to take a 
hand in the Manchurian settlement. Henceforth it will 
not be possible to pretend that Manchuria is the parochial 
cockpit of a local conflict or a preserve of Japanese colonisl 
espitslism in which she can do what she likes regardless of 
Chinese or other interests. The imperialist nationalism 
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CUbs, Jftptii anl Manetnifife 
nUdi nk» ^ mind o( tbe General Staff nod dm weettt; 
poweta near tbe thtwie in Tolyo moat gbe way t» « 
more temperate, lem exdnBiTc jduloeopliT;, »d the J^panem 
nstioa mint onderstand dut the cofiectiTe of 

interoation^ cooperation has come to atajr. 

It ta tree that the treaties of 1905 and 1915, on whidi 
Japan f her atand, directljr concern China and Japan 
al^ : for no other Power was a party to them ; and in 
strict punctilio Japan may conceive herself justified in- 
excluding any other participation. For ordinary practical 
parposes such bilateral procedure would not be criticised 
by any other authority, not even the League. But when the 
•abject has proved intracublc, when a new and vastly 
more important international instrument than any Man- 
churian treaty has since been created in the Covenant of 
the League for the handling of such disputes, when, more- 
over, both parties to the dispute are also signatories to the 
Covenant, tlic case is profoundly altered. At no time during 
the making or signing of the Covenant did Japan challenge 
its jurisdiction in the Far East ; she made no attempt to 
restrict its operation, in the way she endeavoured to exclude 
from the Consortium Agreement, for instance, certain of 
her Manchurian and Mongolian undertakings ; and, at 
the very height of this Far Eastern crisis, one of her own 
rcprc.scntativc5 (Mr. Sato) acted as the mouthpiece of the 
I^eague in the Pulish-Ukrainian controversy. In all this 
Japan has cut the ground from under her own feet, and her 
refusal to permit any third party to play broker in the 
Manchurian dispute cannot be accepted. It presumes the 
right of Japan to dictate as in 1915 the manner in which 
this negotiation shall proceed and to prejudice, indeed to 
determine beforehand, the issue of all negotiation ; it 
deni« the existence of any international interest in Man- 
churia j it is deliberately adopted as the easiest way to 
exploit the wetkness of China, and it robs Japan’s signature 
of the Covenant and the Kellogg Pact of much of its moral 
value. 
ay8 



h wwMg e tint Mme ol Um Ouimm had offend Jajpaii «t 
tinea tke graoest pfovocation, it ia difficidc to 
that the CooncU cd the Strenmann-Briiad-MacDcHiaM 
daja would have acted ao feeblf. The Council ta sot as 
encative bodp, but it allowed at leaat one oi^itnaity 
to paaa ta whi^ acttoa would have had an etcecutive effect. 
W]^ the Japaneee forces were proceeding weHwarda 
from Mukden last autumn, the Council could have ister* 
posed to set up the nucleus of a neutral zone by pladag in 
Chinchow an international garrison drawn from the shipa 
and battalions of the Treaty Powers, members of the 
League, then aerving in the Far Eatt. Such action would 
have calmed the situation at once and much of the tragedy 
since enacted would have been averted. To-day tlm 
re-entry of the League upon its path of international 
duty depends more on the success of Anglo-American 
intervention in Shanghai than upon the Lytton Com- 
mission. If and when the Shanghai incident closes without 
war, the League must act with greater resolution ; and 
when the Lytton Commission reports, the Council and 
the world ought to be in possession of a compre- 
hensive review of the Manchurian problem more complete, 
up to date and authoritative than any that has yet been 
made. The Lytton Commission was created by unanimons 
resolution of the Council on December lo, 1931, in order 
** to contribute towards a final and fundamental solution 
by the two Governments of the questions at issue,” and 
it is empowered ‘‘to study on the spot and to report 
to the Council on any circumstance which, affecting inter- 
national relations, threatens to disturb the peace between 
China and Japan or the good understanding between 
them on which peace depends.” Theirs is a wide mandate 
indeed ! 

To this resolution both China and Japan made certain 

*79 



duot, Mtocbum 

MMnmtioat, but nooe d dvai toadied tbe foadamflKtil 
fottctioD pi die Coauaimon, and, altboon^ ddier por^ 
maf hereafter demur to the coaduioiis of Lord I^ftton 
and hit ooikagnea, neither of them can repudiate ita part 
el reapoodbUity for aetting in motion an engine d inter> 
national enquiiy which txujr carry them both far from 
where they now etand. It goes without saying that, if the 
Lytton Commission plays the part assigned to it with a 
statesmanlike insight, the partisans of extreme nationalism 
on both sides of the China Sea will gnash their teeth, fat 
no honest enquiry can give either of them a clean sheet ; 
bat the partisans of a just settlement will all the more 
rejoice. 'I*hc Lytton Report may yet prove to be the means 
whereby japan will discover that the dual character of her 
Government is fatal to scand policy, and China will learn 
that her domestic peace and her place in the family of 
nations cannot be secure until her people establish a 
government t>f real authority over them. 
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SEEfCK MA? or JAPAN, NC»ors«ArrBiir 

CHINA AND MANCHURIA 



C.E.R. itandt for Oiineic Eattem Riilw^ (Sioo-RuiiMo). 

S. M.R. itandi for South Manchurian Railway (Japaneie). 

T. S.R. itandt for Trana-Sibcrian Railway (Ruiiian). 

C.R. itandi for the combined Chineie linet, lome built with 
Japaneae capital, tome with ChineK capital, which are 
intended to compete with die S.M.R. 

P.M.R. etapdii lor Peking-Mukden Railway (Chineie). 

Non. — Only the main-line through railway* have been marked on thi* 
map. For fuller information on the railway poiition in Manchuria, lee the 
Romo Tabuv No. 70, March 1938, p. 156. 
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THE RESULTS OF THE ROUND 
TABLE CONFERENCE 


I. Guat Expectations 

N O good purpose would be served by attempting to 
disguise the fact that the results of the Round Table 
Conference have fallen very far short of the expects tioBS 
formed when the Conference first assembled in the autumn 
of 1930. Even at the end of the first session, a year last 
january, in spite of the difficulties which still stood in the 
way of settling the fundamental points at issue between 
the majority and the minority communities, and particu- 
larly between the Hindus and the Mahomedans, the outlook 
was lM>t devoid of promise. The glowing conception of 
an all-India federation had emerged and had been acclaimed 
by every section of opinion represented at the Conference 
tabic, by British, British Indian and Princes alike. Con- 
siderable progress, too, had been made towards defining the 
subjects with which the Federal Government would have 
no deal, and towards the delimitation of the respective 
spheres and powers of that Government and of the Govern- 
ments of the Indian States. Best of all, the Indian dele- 
gates and most of the British delegates found themselves 
in general agreement upon the vit.al question of the limita- 
lioni to l>c impo.scd upon the autonomy of the Federal 
Ciovernnrent when it came into existence. In other, 
words, the thf>my problem of safeguards concerning 
defence, external relations, finance and commerce appeared 
to be well on the way to solution. It is true that the British 
Con.scrvative delegates reserved their opinion on this 
crucial matter until they could sec the picture of the future 
government as a whole, and know exactly what they were 
being aaked to agree to. Nevertheless, as the speeches of 
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mat 4eqpl^ impw w ed bjr dte onsaani^ «f InliMBi 
iwfcptin «■ Ha qnntaui of an dA-ladia ladqfiilto>i,-->nd 
watt {«% smre of it* poanbilitie*. Thejr rafiied tint 
«a anfeonooioiis political anit of tliia kind would koiug far 
greater atal^ty than could be expected if Brhidi lajia 
were to stand alone. Thua, when the first sessiott <d the 
Round Table Gmference ended, there were stioi^ hopes 
that the basis of an agreed constitution for tlw whole 
at India would be reached at a later session, fiat for the 
pnddcm of minority safeguards, the confidence would 
have been almost complete. 

Compare this situation with the circumstances in which 
the second session of the Conference came to an end at 
the beginning of December, and — a still more painful 
contrast — with the condition of India to-day. Why were 
the hopes of the first session not fulfilled, and why have 
things come to the present pass in India f 

II. Th* Cotn Fit 

T O answer these questions it is necessary to turn to 
developments in India during the interval between 
the end of the first and the beginning of the second sessions 
of the Conference, that is, between January and Septem- 
ber. The essence of these developments can be put in a 
single sentence. The unanimity on the question of an 
all-India federation, which was the outstanding feature of 
the first session, had been steadily melting away. This 
disintegration started in more than one quarter at the same 
time. In the first place, Hindu-Moslem relations became 
more and more strained as the weeks went by. The terrible 
affair of Cawupore, the trouble at fienares, the first out- 
break iu Kashmir, and the rising tide of Mahomedan feeling 
consequent upon these and ot^ evenu resulted in a pro- 
digious amount of political activity among the Mahomedans. 
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ffoadiecb of public meedsgs were hdd thnvq^ioiaallte 
lengdi and breadth of India, at which their apoke ame n 
th«r claimt and the safeguards which Mah^ 
must demand if they desired to maintain their ow 
and religious righ** unimpaired in a self-governing India. 
And gradoaUy, as was to become apparent at die second 
session of the Conference, the Mahomedans became so ob- 
sessed with the importance of these claims and safeguards 
that everything else was relegated to the background. The 
all-India federation lost its attraction for them, since they 
knew that, whatever weightage might be given to them in 
the federal legislature, the Hindus would still remain a strong 
majority. Moreover, they perceived that the inclusion of 
the Indian Stales in the federation would strengthen the 
Hindu position, since the vast majority of the people of 
those States arc themselves Hindus. The Mahomedans. 
then, returned to the Round Table Conference last autumn 
with their minds set upon two things : first, the un- 
desirability of proceeding any further with the idea of an 
all-India federation until their own claims had been con- 
ceded ; and, second, a refusal to abate any jot or tittle of 
their claims. What these claims were wc shall shortly see. 

But it was not only on the Mahomedan side that the 
enthusiasm for federation had cooled between January and 
September. 'ITic Indian Princes who declared for federa- 
tion at the first session asserted that they had no doubt 
that their views would bt shared by the majority of their 
brother Princes. It i.s, however, difficult to find any 
confirmation of this prediction in the event, and during 
the summer one of the most important of the representa- 
tives of the Princes at the Conference, the Maharajah of 
Patiala, issued a manifesto in which he receded from the 
position that he had taken up at the Conference on the 
question of federation in favour of an alternative plan ; 
briefly, this contemplated a closer union of the Indian 
States themselves through the medium of an improved 
and strengthened Chamber of Princes, which conld act 
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Hi OcMttUMat. It wu, laoceovet, looa ugiptatgA tHft 
die Md!isnidli*ft revised views were neetiitg with coiMider* 
efale support from other Princes^ and their IfighieMei of 
l%olpiir sad Iadore» to mention two of his more importent 
sapporters, joined their voices te his. In fact, it became 
inoeasiagH dear that, as the implicatioas — fin anci el sad 
politkat-Kd federation became better nnderstood, the 
Primes Eked the prospect less and less, and some even of 
those who did not declare against federation or favour the 
Patiala-Dbolpur-Indore scheme have, nevertheless, asserted 
more narrowly the conditions on which they will go into 
federation. 

Lastly, the AU-India National Congress regarded the 
proceedings in London with undisguised disfavour. An all- 
India federation would obviously not be under their 
control. The Princes and the Mahoroedans alone could, 
and would, see to that. In spite of the Irwin-Gandhi 
pact, the Congress working committee proceeded with 
their anti-Government activities and propaganda, afraid 
lest the promise of the Round Table Conference should 
be realised and their own position and prestige destroyed. 
The results already achieved by the Conference were 
derided by them, and the modifications of Indian autonomy, 
which Sir Tej Bahadur Sapru and the other Indian delegates 
were prepared to accept, fiercely denounced, with the result 
that some even of the moderate delegates began to feel 
that these modifications ought to be watered down. The 
Indian Princes also came in for their share of attention. 
Congress spokesmen emphasised the undemocratic charac- 
ter of government in the Indian States, and the duty of 
British Indian delegates to take up the cause of their 
peoples. Some measure of popular representation must, 
they urged, be insisted upon as a condition of the States 
being allowed to enter into a federation with British India. 
Congress orators even went so far as to say that the whole 
princely order would be swept away by them when India 
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$duefti her independence. Congrese. ilieiti lutd ilp 
hdpfnl contribution to bring to the canee o! aJI-hi£» 
fedmtion. 

111. The Sicomd Smion 

T hus the aecond session of the Conference opened in 
ominous circumsunces, and the presence of Mr. 
Gandhi, while it heightened the interest of its proceedii^, 
did nothing to further its labours. He was, indeed, too 
deeply committed by his previous acts and declarations 
to able to take a constructive part in work directed to 
the creation of a federal India which, though largely auto- 
nomous at the centre and almost completely so in the 
provinces, would have its autonomy restricted in some of 
the most vital of the Federal Government’s functions. 
From the outset of the second session it was clear that the 
Mahumecians were more united and determined than they 
had been before, and it speedily became apparent that the 
initiative was in their hands. It will be remember^ that 
the first session ended in a deadlock over the promem of 
safeguards for the minorities. That deadlock continued, 
The minorities sub-committee of the Federal Structure 
Committee met at once, came to no solution, asked for an 
adjournment, still came to no solution, and asked for 
anotiier adjournment, which Mr. Gandhi, who had been 
acting as convenor and chief mediator, declared would 
be the last he would ask for. In due course, at a meeting 
of the federal Structure Committee, he announced to the 
Prime Minister that he had failed to negotiate any egm- 
promise between the majority and the minority com- 
munities. His own attitude had not made the attainment 
of one very easy, for he steadfastly refused to listen to 
any proposal for a separate electorate for any community 
cjccept the Mahomedans, the Sikhs and the Enropeans. 
In particular, he was adamant on the question of separate 
electorates for the depressed classes, insisting that th^ 
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. t1ie"8^coiid Seiriott 

wm «adt fflntft be broo^ uritbm tbe pak ei 

BnduHiit bodi in fdigioo and politict. Tbe maiM^ 
ol tbe d^fcaeed dasaes would, no doobt, be peilectlf 
wilEiig to be r^arded aa Hindiu, if the higher caatea 
woald treat them aa auch, and allow them access to tlw 
tempks, schools, wells, public buildings, and so on. 
But their spokesman. Dr. Ambedkar, who was just aa 
determinol as Mr. Gandhi, though in the opposite sense, 
would not hear of any settlement which did not give his 
community separate representation, and on this point he 
broke completdy with Mr. Gandhi. The depressed classes 
were solidly supported by the other minorities except the 
Sikhs, who were, however, concerned with only one pro* 
vince, the Punjab, in which they had made up their minds 
that the Mahomedans should not be guaranteed a majority 
on the Council, and who were superbly confident in their 
own ability to look after themselves. To the Mahomedans 
Mr. Gandhi was prepared to make very wide concessions, 
although, had the occasion to make these concessions 
actually arisen, he would have been strenuously and quite 
openly opposed by Dr. Moonje, the leader of the All- 
India Hindu Mahasabha, whom, with sublime cgoccntricity, 
he did not think it necessary to consult. However, the 
deadlock reached on the question of separate electorates 
for the depressed classes, Indian Christians and Anglo- 
Indians brought the negotiations to an end before the 
critical points at issue between Hindus and Moslems 
could be thrashed out. And these points raise funda- 
mental questions. Their essence is not to be found in the 
Mahomedan claim for this or that percentage of seats in 
the central or provincial legislatures, or in the demand for 
a fair proportion of places in the government services, or 
in other lesser claims of a formal character. It lies in their 
claim for a statutory majority on the Bengal and Punjab 
Councils (their request that Sind and the North-West 
Frontier should become full major provinces with all their 
appanages in the way of governor-in-council and legis- 
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lature had already been granted) and in the demand diat 
the provincea should be vested with every power that conM 
poMibly be taken away from the central Government. TTie 
pith and marrow of their claims are there, for in this way 
they would obtain complete control over north and north- 
western India, since between Delhi and Patna lies a corridor 
which is still strongly Mahomedan, where the old traditions 
of Mahomedan rule linger. Secure in their control of 
this, the most important part of India — for it is the key 
of the land frontier— the Mahomedan could rest secure, 
confident that his culture and religion would develop and 
expand, and that he could protect the scattered minorities 
of his co-religionists in other parts of India. This, then, 
is the gist of the Main medan claim to-day, and it is easy 
to understand that, if it had come to the point, the Hindu 
representatives could not have granted it. The Sikhs, 
moreover, from the very beginning of the Round Table 
Conference, have never faltered in their determination 
to rcsi-Ht to the end any attempt to give the Mahomedans 
a statutory majority in the Punjab over all other communi- 
ties combined. Here, too, there is complete deadlock at 
present. 

This account of the difficulties of the minorities problem 
will help the reader to understand why the results of the 
Round l*ablc Conference have hitherto been so disap- 
pointing. Still more important, it will enable him to 
realise the scope of the task before the British Government 
if it ever decides to settle the question itself in the absence 
of an agreed settlement between those concerned. Enough 
has, at all events, been said to show that at best His 
Majesty’s Government can only impose a standstill 
arrangement, which could do no more than prevent this 
fundamental problem from becoming more and more 
insoluble as the poison of discord spreads. 

ITius the federal Structure Committee of the Con- 
ference— only this Committee and the Minorities 
Committee were summoned in the first instance— was 
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coiaapeDcd to confioe k»df to the ftiags of hs ta^ect, 
and to deal arith more or kas formal matters, aodi as the 
qaeation, of the supreme court, of the diviskm of poivera 
between the two houaes of the proposed federal l^:idature, 
and so on. The sudden and, from the point of view oi the 
ddegatcs, the lengthy interruption caused by the general 
election inevitably enhanced the formality of the atmo> 
sphere, for all the British delegates who were members of 
the House of Commons had to be away in their constitu- 
encies. The Indian delegates showed the most admirable 
restraint in these trying circumstances, and no praise is 
too high for the sense of patriotism, understanding of the 
difficulties of their British colleagues, and the devotion to 
duty that they showed. Lords Sankey, Peel, Lothian and 
Snell did work of incalculable value in helping their Indian 
fellow delegates to keep up their spirits, and to press on 
with such work as could be done under these trying 
conditions. 

And one problem, the thorny question of federal 
finance, was examined during these days by a sub- 
committee of the Federal Structure Committee under 
the chairmanship of Lord Peel. Here again the Con- 
ference had to face delicate and important issues, for 
finance is the life-blood of politics, a subject which, the 
Princes knew, touched not only their pockets but their 
internal sovereignty. Naturally they walked warily and 
preferred to have concrete proposals, specimen budget 
figures and so on set before them, before committing 
themselves to any definite arrangement. The report of the 
sub-committee did not therefore put forward any scheme 
for a federal financial system for all India, but it did 
contain a survey of the problem and its difficulties, and it 
carried the matter an appreciable step forward with its 
proposal — unanimously accepted — that two committees 
should be formed to continue the investigation in India 
and to find out the facts on which an ultimate settlement 
would have to be based. 



The Results of the Round Table Conference 
Bot by the time that all this had been done and Pailis* 
ment had reassembled, the life of the second session of 
the Confwence was obviously drawing to its close. Yet 
the Conference had hardly even touched its main business— 
the great question of the degree of autonomy that should 
be given to the all-India Federal Government, in other 
words, of the safeguards that would be required by Great 
Britain and accepted by Indian nationalist opinion, and 
particularly by its left wing represented by Mr. Gandhi. 
Bound up with this problem were, of course, the vitally 
important questions of the safeguards and privileges claimed 
by the minorities, and of the place that the Princes were to 
occupy in the federation. Inside princely India, moreover, 
there was the further question of the relations between the 
smaller Princes and their more powerful brethren. None 
of these matters had been settled, and time was pressing. 
And at this point another deadlock occurred. The 
Mahoincdans announced their definite* refusal to discuss 
the question of autonomy at the centre and of British safe- 
guards until the minorities problem, and especially their 
own claims, had been dealt with — until, in a word, they 
knew where they stood. Since the breakdown of Mr. 
Gandhi’s negotiations with them and the other minorities, 
they one and all— with the exception of the Sikhs and a 
section of Indian Christians — had agreed upon a number 
of basic conditions which must be fulfilled before they 
would enter into a icderation, and they presented to the 
Prime Minister a document signed by the leaders of the 
various minorities concerned in which these conditions 
were set out. rivere is no need to recite them in -detail, 
for they simply reduced to black and white the fundamental 
claims that have already been discussed, and the actual 
percentage of representation claimed by the various 
minorities in the different legislatures — federal and pro- 
vincial. Phis deadlock proved to be insuperable, at any 
rate in so far as the Mahomedans were concerned. The 
question of the degree of autonomy to be granted to the 
290 



l%e SeoHul Senioii 

ledentioa and of aalegiutds m dm tfdieiea cf 
defence, ezttnial nlationa, finance and commerce vm 
diacnssed, but the Mabomedana todc no part in the 
diacasskm. It was impossible therefore for the Federal 
Stmctore Committee to report anjr definite concloakms 
on these nutters. 

In fact, it became clear towards the end of the seasioa 
that the Mahomedans are not at present ready to proceed 
with any scheme of autonomy in Indian government out- 
side the provincial units, and they made no secret of their 
attitude. TTie great majority of the Hindu delegates, on 
the other hand, would not have anything to do with this 
point of view, and, believing that His Majesty’s Govem- 
mint was contemplating the introduction of provincial 
autonomy, leaving the arrangements at the centre virtually 
unchanged, they sent a strong protest to the Prime 
Minister and published it in the English press. Thus 
right up to the end of the session a state of uncertainty, 
disagreement and impatience persisted. There was an 
orgy of speech-making at the final plenary meetings, but 
it simply served to bring out the discordant, irrecon- 
cilable views which have hitherto made it impossible to 
construct any scheme which would apply all round, or have 
any chance of receiving general assent. 

If Mr. Gandhi’s name has entered little into this narra- 
tive it is because, apart from the fact that he represented 
the views of the All-India National Congress, he played 
a comparatively unimportant part in the proceedings. 
He had no constructive proposals to make, either at the 
meetings of the Conference or in his private talks with 
British politicians and others, and far from being the 
spokesman of all sections of Indian opinion he could not 
even speak as the representative of the Hindus ; for the 
more constructive minds among them soon grew impatient at 
his academic utterances, whilst the other elements resented, 
and indeed openly repudiated, his claim to speak for 
the whole of India. Tlicre is little doubt that he could have 
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» great |i«rt had he choaeo to tom his z^ad to 
CMUtmction inatead df to deatrucdoii, and if he had aet 
himself aerioQaly to onderauod the point of rtew of the 
minorities. But in London, though he often seemed to 
he on the point of throwing his influence on to the side 
of construction, he relapsed into the role that he has so 
frequentlf played in India, that of destructive critic. 


IV'. The Results 

A nd so it came about that Mr. MacDonald’s statement 
— the last act of thi.s fateful second session — had on the 
whole to record a failure. It reaffirmed the determination 
of His Majesty’s Govcrr.iocnt to do all that it could to 
mitt the creation of such a federation of all India as the 
Prime Minister had foreshadowed when he closed the 
first session in January 1931. It also announced the 
decision of the Government to prt.ss on with whatever 
preparatory work could be done in the meantime — the 
revision, for instance, of the franchise was to be con- 
sidered by a franchise committee, and the work of the two 
financial committees referred to above was to be continued. 
Further, a working committee of the Conference was to 
be .set up in India to keep in touch with the Viceroy and, 
through him, wiih the British Government. 'ITre Prime 
Minister had also to announce that the sense of the Con- 
ference was agaii\st making any efunge in the constitution 
of India, such as the introduction of provincial autonomy, 
until it could be effected by a general statute as part of a 
comprehensive scheme eovering the whole field of govern- 
ment in India. He dealt carefully with the minorities 
problem, hoping that the leaders of the various com- 
munities might be able to reach agreement among them- 
selves, and he added that, if they did not. His Majesty’s 
Government might have to put forward a provisional 
scheme. 
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SUsk tt tlMK results are when compared with llie 
hopes that were pinned upon the Conference, th^ are 
at anjr rate more satisfactory than th^ would have been 
had the British delegates made anjr attempt to exploit 
the deep differences that we have described. Much of the 
credit for keeping the Conference going at all is due to 
Lord Sanke^ and his British colleagues. Parliament also 
played its part nobly in the proceedings subsequent to the 
Conference, for it supported in ungrudging fashion the 
policy of the Prime Minister and the Government which is 
outlined in the statement discussed above. The House of 
Commons rejected Mr. Churchill’s hostile amendment by 
a shattering majority, and the House of Lords, in regard to 
whose action it i.s no secret that the Government felt many 
qualms, accepted the statement of policy by a handsome 
majority after a debate in which Lord Irwin participated. 

In the meantime. Congress has once more plunged 
India into unrest," and other sections of political opinion 
have followed its lead. The Franchise and Finance Com- 
mittees are likely to find much the same elements boy- 
cotting them as boycotted the Simon Commission. Some 
of the Liberals, and, this time, all the Mahomedans, will 
co-operate with the Committees, but the question in- 
evitably arises, how long can we go on with our schemes 
of reform while large and influential sections of Hindu 
opinion boycott them and render the co-operation that 
wc desire impossible ? The Government of India must 
maintain order — Lord Irwin is just as strong upon this 
point as Lord Willingdon. The road to an all-India 
federation is by no means so smooth or so straight as 
many people imagined. That is the lesson of the Round 
Table Conference up to date. 

• An account of event* in India after tlie ri*ing of the Conference will 
be found on page 322. 
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REPARATIONS IN PRACTICE 


I. The Economic Escalator 

S INCE the early autumn of 1929, when the stock market 
crash in New York released the brake from the forces 
that were already impelling prices towards their present 
disastrously low levels, the economic world has been slipping 
down a vicious spiral. times its progress has been 
sickcningly swift, but every now and again descent has been 
cheeked either by normal counteractive economic forces or 
by special events like the Hoover moratorium or the institu- 
tion of a coalition government in Great Britain, and there 
hat intervened a period of quiescence and readjustment, if 
not of recovery. As these lines arc written we are 
passing through just such an interval. I'hcrc has been, in 
the past few months, no further catastrophic fall of com- 
modity prices ; indeed the depletion of stocks or the 
restriction of output has in some eases already brought about 
a rise. . Emergency financial measures in the United States, 
whatever their ultimate effect, have at least checked the 
gloomy procession of bank failures to which we had become 
accustomed. Certain of the countries exporting primary 
prcnlucts, im luding Canada and Australia, have succeeded 
in building up an export surplus in spite of the low level 
of prices. \ new standstill agreement has just been 
signed for Germany, who by dint of the most painful belt- 
tightening has built up an export balance of trade sufficient 
to meet her current obligations for interest and sinking 
fund, though not for any considerable repayment of her 
short term debt. Tlie political situation in Europe, described 
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•f le^g^ m ts cufier ardck,* if it bem afi ^ «in* «l 
comjikfe deadlocfc, lu« not grown perceptibly wwae in tbn 
lift month or two. Bat the comparative tranquillitf erf the 
mommit mast not loll at into compbcence. The vtcioas 
spiral it onfortonately an escalator, i^ch must cany ns 
downwards, even though our relative descent is checked, 
until the movement is definitely reversed. With every 
month, every week that passes, hope ebbs away, scepticism 
tits more firmly in the place of confidence, and nearer and 
nearer comes the inevitable day of reckoning, when issues 
can no longer be evaded and readjustments must at last 
be made. If the tiroes arc not for us, they are against us; 
and if we arc not recovering, we arc sinking. 

The economic world, it is true, is making its readjust- 
ments. Bankruptcies, exhaustion of stocks, reduction of 
wages, suspension of interest payments, devaluation of 
currencies, budgetary economies, changes in international 
trade balances — these processes arc tending to bring 
about a new state of equilibrium, with several disastrous 
features such as colossal unemployment, it is true, but 
capable, if once an upward movement begins, of forming the 
basis of a new expansion of our economic life. Unhappily, 
no such expansion is yet in sight, because the confidence is 
wanting which is absolutely essential for its commence- 
ment and continuance. The lack of public and commercial 
confidence, resulting from political disturbance, operates 
both nationally and internationally. Certain countries, 
cither because of their inherent economic strength or 
because of their abandonment of the international gold 
standard and the control of their balances of payments, arc 
in a position to embark locally upon a moderate measure of 
industrial expansion without putting their international 
economic relations into serious jeopardy. The most 
obvious example i8,of course, theUnitedStates, who, in spite 
of her recent heavy losses of gold, is quite capable of indulg- 
ing in a programme of raising internal prices without doing 
• See p, zrj. 
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KOf grave harm to her external balance of piyme&ti ; ahe 
ia indeed launching a atriei of legislative experiment! vrith 
the aim of airisting private banking enterprise, which haa 
sank into such a precarious condition that banks with 
liabilities totalling over $2,000 million (4400 million 
gold)* have suspended payment since October, 1929. But so 
depressed is the state of public confidence that even these 
endeavours are likely to fail if nothing new transpires, in 
the field of public affairs, around which faith may crystallise. 
The initiation of inflation, except by the disastrous method 
of budgetary failure, requires a measure of confidence among 
business borrowers as well as easy credit conditions. In the 
international sphere, the efforts of one country to construct 
a new equilibrium in its international balance, by tariffs or 
exchange control or nucr measures, have frequently 
succeeded only in rupturing the equilibrium attained by 
other countries, who have been driven to still further 
restrictions, international trade meanwhile sinking lower 
and lower both in value and in volume; as Sir Walter 
I.ayton recently observed, “ Kverything balances at zero.” 
Normally differences in current balances of payments are 
financed by tnternatiunal lending, at short-term and at 
long-term, and this Las been the proper and profitable 
inetliod wluTcby the wealth of the world has been ex- 
panded. Hut now the freezing of one block after another of 
intcrnation-il Linking assets, and the entire lack of con- 
fidence in I lie soundness of {H)tcnti.al borrowers, have 
brought inieinatiorul lending to a standstill, and indeed 
the inc-re neiessity of self-prcscrvatican has led many of the 
creditors to attempt repatriation of their funds as swiftly 
as possible. A slight revival of confidence, and repatriation 
might be arrested ; a little more, and short-term lending 
on self-liquidating security might be a little expanded; 
still more, and a few long- term loans might become market- 
able. I he paralysis of the international banking system is 

All n.nvrtiinni from , iirirn. ir,, whtihet it ii k> nsteti in the 

Oil .ir not, iuit t’cen unJe tuttner j’lti ut csciiinge 
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cittwd hf want of confidence, and dw want ol confid e nc e 
it, in very ^krge meatnre at katt, canted bf pofitkal 
difficulties. 


II. Repahations and the Ckisis 

I F one were to ask any practical business man what single 
measure would do most to restore the confidence of 
lenders and to reverse the motion of the economic escalator, 
he would certainly answer : a settlement of the reparations 
and war debts question — though opinions would naturally 
vary as to what would constitute a just settlement. Assum- 
ing that he is right, it is as well to compare some of the 
magnitudes involved in order to convince ourselves of our 
folly in allowing this problem to drag on, apparently no 
nearer to solution than it was six months ago. The capital 
sum represented by the Young Plan annuities has been 
estimated at £i,loo million gold, which is roughly one half 
of the nominal value of British capital invested abroad and 
likewise about one half of our normal national income per 
year ; the fact that in the course of the present crisis the 
industrial output of Germany has declined by about 
one third, that of the United States by one quarter, and 
our own by perhaps one fifth, is sufficient proof that the 
current loss of wealth in the world in a single year, through 
the continuance of the crisis, far exceeds the total amount 
payable in reparations over a period of nearly 6o years. 
The payments to the United States suspended in the Hoover 
moratorium year amount to ^^54 million, but the pros- 
pective deficit in the Federal budget for 1931-32 (before 
allowing for emergency taxation or economies) amounts to 
£^^6 million, notwithstanding the fact that there is no 
direct federal appropriation for unemployment relief. Great 
Britain’s average annual receipts from reparations in the 
first 37 years of the Young Plan amount to £i 7 i million ; 
whereas £\i^ million was paid in 1931 in unemployment 
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iniarancc benefit*. The direct and propordoiuite ccm- 
nection between these seyeral items may be open to question, 
but at any rate it is beyond doubt that, whatever the direct 
financial effect oi such a policy on national budgets, the 
sweep of the sponge on the reparations and war debt* slate 
would, as the first move towards economic recovery, be 
financially advantageous to all concerned. 

Let us, therefore, for the moment leave all political 
considerations aside and ask why the abolition of reparations 
in particular would be expected to have such dispropor- 
tionate economic effects. The history of the payment of 
reparations from the German side, like the history of 
reparations in its political aspect also, can be divided into 
two {)cri(»ds, before and after the Dawes Plan. Up to 1923, 
Germany’s internal budgets had not been regularised, and 
her external balance of paymentslikewi sc contained abnormal 
and unstable items. 'Phe transfer of capital assets already 
abroad did not, of course, present any exceptional problems 
in international exchange. A capital levy in 1919, and 
other measures of heavy taxation were not, however, 
sufficient to meet the other reparation demands of the 
Allies, based on the fantastic figures of capital liability that 
ruled in that pcricnl. Nor was the transfer of the actual 
lash payments across the international exchanges 
effected In' dint of normal current items in Germany’s 
balaiue. She had. in fact, a large inward balance of cora- 
mcKiity trade. The speculation in marks alone — a process 
whii ii left speculators outside ol ( Jermany with assets which 
afte^wa^d^< became practically worthless — provided Ger- 
many with sutruient foreign exchange to meet her cash 
reparation payments. 1 he Ruhr occupation, whatever 
its merits in convincitig C]ermanv that France was in 
earnest, wa.s hardly an immediate economic success. Up 
to 19^4. therefore, it is jx»ssible to say that both internally 
and externally the payment of reparations was at once the 
cause and the prrKluct of the catastrophic inflation of the 
mark. 
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mtli ^ sqpiatsre of the Dtwet Fhn in Aogoft, 
a turn dupter bogan which lasted ap to the beginning of 
the trident £i& in prices and the reversal of internatiwud 
credit movements, two jrears ago. Confidence in the 
future of German economy was restored, and from 1914 
to 1930 inclusive, Germany imported a net total of ^£900 
million of foreign capiul, including ^{^450 million of long- 
term loans. These sums (except the Dawes Loan) were 
not lent with the direct object of furnishing the where- 
withal to pay reparations. They were lent, for the most 
part, to German banks, industrial firms and local govern- 
ments, which had no direct reparation debts. But they 
did two things : they provided the foreign currency for 
which the reichsmarks raised by the Reich Government 
could be exchanged, and they so far enlarged the annual 
income of the country that reparation dues could be raised 
without, for the moment, any enormous budgetary in- 
solvency. A small proportion of the loans was undoubtedly 
spent on assets of an extravagant and non-productive 
character, such as the bathing establishments which have 
received such publicity in the American press, but by 
far the greater part was expended on the development of 
Germany’s resources and the supply of working capital, of 
which Germany had been denuded by the inflation. 

But while for the time being this regime worked satis- 
factorily, it was piling up dangers for the future. In the 
first place, despite the increase of wealth that the influx 
of foreign capital involved, and despite the budgetary 
measures imposed by the Dawes Plan, the German Govern- 
ment still found it difficult to raise sufficient taxation to 
meet both its interna] and its external obligations. In the 
first two years of the Dawes Plan, special resources were 
provided under the Plan for the payment of reparations. 
Between 1926 and 1931, the Reich budget showed an 
accumulated deficit of ,^133 million, compared with an 
expenditure of /I440 million on “ external war charges,” 
but in considering the German economy as a whole it is 
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more proper to ttke the accumulated deficit, over the same 
period, of the combined budgets of Reich, States, com- 
munes and Hanseatic cities, which amounted to ^^210 
million, or one half of the reparation pajrments. Thus 
while externally Germany was virtually not paying repara- 
tions at all, internally she was raising by taxation, after 
meeting other public expenditure, only one half of the 
sums required. This was only to postpone the day of 
reckoning. In the second place, the interest charge on the 
foreign debts that Germany was incurring was gradually 
piling up, until in 1930 it amounted to at least million 
(even after deducting interest on German investments 
abroad), that is to say, roughly one half of the reparation 
charge due in that year. This again made the future most 
hazardous. 'Fhird, and perhaps most important, the supply 
of working capital in Germany out of foreign funds was 
fraught with grave dangers. Short-term loans, wholly 
secure and self-liquidating individually, could not be 
withdrawn in any great volume simultaneously without 
bankrupting the country. The entire German economic 
life was placed at the mercy of foreign creditors and of 
conditions of political confidence. Finally, German econ- 
omy was built up on the basis of an adverse balance of 
trade, the maintenance of which depended on the con- 
tinuous inflow of foreign capital, and the reversal of which 
would entail a devastating upheaval of the trading relations 
between (lermany and her neighbours. 

rVvr effect of these considcr.ations began to be felt when 
the flow of foreign investment, much curtailed in I929, 
was almo.st entirely dried up in 1930. Between 1928. and 
1930, Germany was forced to change an adverse balance 
of trade of £ 6 ^ million into a favourable balance of 
million. The effort of finding this new net export of ^(^140 
million was enormous, and reacted very unfavourably, not 
only on (j'ermany's own economic condition, but also on 
that of the countries with which she trades. Imports 
from the United States, for instance, fell by about ^35 
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mIKimi ja dw tNo fstn, while Great Brkaio, France and 
Be%iaai Bkeanse mw a large redaction in their saka M 
Ott^nf. The latter’* principal reparation creditor^ 
ahng with Scandinavia and the American continent, were 
also the chief purchaiert of her increased exports ; France 
and Belgium between them accepted £28 million more of 
German products in 1930 than in 1928, despite the fall in 
prices meanwhile. There can be no doubt that the 
pressure of Germanf’s efforts to secure an export balance 
considerably accelerated the precipitate fall of world prices 
in those two years. Thus the lesson that, in default of lend- 
ing, which scarcely solves the ultimate problem, reparations 
can only be paid in goods, was being very painfully learnt. 
Germany did indeed obtain, in the Young Plan of 1929, 
a redaction of her annual reparation obligations as compared 
with the standard Dawes annuity, but the almost complete 
cessation of capital movements, the continued fall in prices, 
and the collapse of central European credit following the 
failure of the Credit Anstalt, so injured her capacity to pay 
that had Mr. Hoover not intervened with his moratorium 
proposal she would almost certainly have been forced to 
declare a suspension of payments, possibly beyond the 
terms of the Young Plan. 


III. Germany Under the Moratorium 

W HAT has been the economic position of Germany 
since she was relieved for the time being, in July 
last, of the obligation to pay reparations ? In brief, the 
Hoover moratorium, largely because of the doubts and 
delays that accompanied its ratification, did not succeed 
in restoring confidence in Germany’s economic position. 
The want of faith of her creditors in her capacity to sustain 
the great butden of foreign debt she has incurred, and 
their general loss of liquidity owing to the incapacity of 
debtors throughout the world to meet their obligations, 
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and the huge deprccutioa of aecnritie* in geaend, etmad 
them to continue their attempts to withdraw faad$ finutt 
Germany. The arrangement of a credit of £20 miilkm 
for the Reichsbank, and the application of other speda] 
measures to safeguard the short-term obligations, failed 
to stem the outward flow. The seven-Power Conference, 
held at the end of July to consider the flnancial difficulties 
of Germany, recommended a renewal of the Reichsbank 
credit, a concerted arrangement among flnancial institu- 
tions to maintain existing credits in Germany, and the sum- 
moning of an expert committee to consider her whole 
credit situation. Tliese proposals were carried out. The 
credits were renewed. The experts committee published 
their report (commonly known, after its principal author 
and the chairman of the committee, as the Layton- Wiggin 
report) on August 18; they were unable to recommend 
any definite plans for the consolidation of short-term 
credits and ilie provision of additional working capital for 
Germany, for want of any firm political foundation, and 
they thought it essential that, before the prolongation of 
credits came to an end, the governments concerned should 
give to the world the assurance that international political 
relations were established on a basis of mutual confidence, 
“ which is the sine qua non of economic recovery,” and that 
the international payments to be made by Germany would 
not he such as to imperil the maintenance of her financial 
stability. In other words, they ios.«ed the problem back 
to the governments. Meanwhile the banking creditors 
of Germany, in conjunction with representatives of the 
debtors, had drawn up an agreement for the general (nitin- 
tcnance of short-term banking credits in Germany, subject 
to certain conditions, for a period of six months. The 
agreement, which was due to terminate on February 29, 
l«;32, did not cover by any means all the short-term invest- 
ments in CJermany -indccd little more than one half of 
the total of ne.jrly million — and the conditions were 

such that al)out one fifth of the credits covered by the 
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ji|pM8MaK were actaaQ^ repaid bdbre tlie end of icl»e 
pear. 

It seemt appropriate to paote for a moment and examine 
tbe character and distribution of the private and pnblic 
indebtedness of Germany to foreign countries. A cureful 
census taken by the Reich Government at the end of July, 
1931, revealed the following figures : — 

Fosiicn Investmcnti in Germany* 

J» MtUiMJ tf GM Cj- 



Loans 

Other 

Long 


Creditor Country 

from 

Short-term 

Term 

Total 

Banks 

I..oans 

Loans 


United States 

119 

34 

310 

463 

Great Britain 

81 

•9 

76 

176 

France 

18 

>s 

21 

54 

Holland 

6i 

39 

55 

156 

Switzerland .. 

58 

34 

50 

>4* 

B.I.S 

38 

— 


38 

Other countries 

26 

43 

3* 

lOI 

Total 

402 

~84 

544 

1,130 


These figures do not include investments in real estate, 
participations in private firms, and other forms of “ direct 
investment,” estimated by the Wiggin Committee at 
roughly £300 million. Perhaps the most striking points 
that emerge from the table — ^th very important in rela- 
tion to the political treatment of Germany’s obligations — 
arc the enormous size of American investments, especially 
in long-term loans, and the comparative smallness of 
French participation. The non-banking credits included 
in the second column comprise for the most part the 
deposits of foreign commercial firms arising out of or for 
the purpose of carrying on business in Germany, and credits 
extended between industrial or commercial concerns and 
their subsidiaries or branches ; it app>ears likely, therefore, 
that against tue total of that column there may be set 
German credits of a like nature abroad, to at least a com- 

* 7i&/£'r»s«iiii/r,Reparationi«n(iWarDebtiSupplement,j4nuary’23, 1932, 
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ptraUe ummnt. Thete noo'bai^ng credits were not 
covered hy the standstill agreement described above, and 
some part of the stibseqaent drain of fnndi from Germany 
may be ascribed to their liquidation. 

The strain placed upon the Reichsbank (which by an 
emergency decree hat been given a monopoly of all foreign 
exchange transactions) it illustrated by the rough estimate 
of Germany’s balance of payments adopted by the Young 
Plan Advisory Committee in December. 


GstMCVV 

’1 Balakc t 

0» pAVMtSilS IV 1931 



In MtUmni 

c{ GM C'>. 


Credits 


Debit* 


»urp!ui iot 

yc»r, 

Rrparatioro up to June 50 

40 

including urviert 

and 

IntrreM and norma! amor- 


delivrric* in Vimf 


> riiation on liabilities 


VUiliution i.f foreign a 

*Ht« 

abroad 

■5 

of (irrnun hank* 


, Balance, nprewnting 


Kcdiwouiu an 1 > 

»lhrl 

capita! nitliiirann 

*45 


.. to 

DrjMn frnin gultl jtui <lc- 
vi«cn rtitrrrc of the 
Rcichihank 85 

Toul . . jtio Toul . . 360 

'n>c Kcichsbank’i reserve, which stood at £1^1 million 
at the end of 1930, and even at £.iz 6 million at the begin- 
ning of June, 1931, had fallen by the end of the year to 
^57 million, of which j(,’3i million represented the amounts 
due under the rediK-ouni credits furnished by central 
hanks and by the Hank for International Settlements. 'I’hc 
successful effort to maintain the gold standard under these 
conditions demanded the most severe credit deflation in 
(icrmany, with consequent injury to trade and industry. 
The S'olumc of unemployment at the end of the year was 
about 5i million out of approximately 21 million employed 
persons. The maintenance of a large export surplus in 
spite of low prices and in spite of the adverse effects of 
exchange control, tariffs and exchange depreciation in 



The Future 

otlter eooatiws» Ukewite impoted a levere ttniiiQii Germtt 
indiiftiy. The emergme^ decrees of the Government 
have involved heavjr sacrifices and stringent economics. 
Tlie salaries of public servants have been reduced in 
eighteen months by over 20 per cent., and large increases 
of taxation have included the raising of the income tax 
and additional heaty duties on beer and tobacco. Con- 
siderable reductions have been made in the scope and scale 
of unemployment benefits, and contributions have been 
increased. TTte Government’s programme, now being 
faithfully carried out. includes a general reduction of 
prices, wages, rents and interest on long-term obligations. 
The regimentation of Germany’s economic life is thus 
steadily adv.mcinp in scope. 


l^■. Tut Future 

O N November 19 the German Government declared, 
in accordance with the terms of the Young Plan, that 
Germany’s exchange and economic life might be seriously 
endangered by the transfer in part or in full of the postpon- 
ablc portion of the reparation annuities. In endorsing 
this declaration, the advisory committee appointed by the 
Bank for International Settlements pleaded for the adjust- 
ment, without delay, of all intcr-govcrnmcntal debts 
(reparations and other war debts) to the existing troubled 
situation of the world, as the only lasting step capable of 
re-establishing confidence. 

Meanwhile the banking creditors of Germany had been 
negotiating a prolongation of the standstill agreement. 
ITic new agreement, extending for one year the under- 
taking to keep short-term credits in Germany except as 
allowed by the strict provisions regarding withdrawal, was 
signed on January 24. The schedule of future repayments is 
to depend on the transfer capacity of the Rcichsbank, which 
in turn will be largely dependent upon the developmenta 
Y2 30s 



Repaiadoiu in Practice 

in the Goman export ntnation. Instead of a fend 
ichedtile of repayments at fixed dates, the futore detenmn- 
ation of what can be repaid has been left to an advisory 
committee representative of the creditors, who will from 
time to time consult with the German authorities. The 
bankers observed, however, that 

The credit problem it not lolvcd when reluctant creditors agree 
to prolong credits out of contidcraiion (or the debtor who is em- 
barrassed, and oor of fonild.-ratl r- f ir 'hr ';*';ar;.‘»r. 

«if the wi-rlJ, in vihiih iSr ‘v-.r i.p.— .• ; i- f 

Tl.r irr,!-! I'r. li'.r::-. < •■■‘.-..■.I wh - . -i ■ ; .i jr: . ;■ i: . : 
fidcntly Lontinue credits which they might withdraw at their own 
convcnicncr, 'Fhc all-important thing is to restore the basis of 
credit. It is obvioas that a settlement of Germany’s international 
payments, whicli are now under discus'ion between the Govern- 
ments, it a vital element in t' t problem, as indeed arc the inter- 
allied debt!, wliich arc in intimate tcunomic connection with them. 

'Hiui the problem of restoring the German economy to 
health has once more been handed back by the bankers and 
the economists to those who alone arc capable of providing 
a permanent solution — the (jovernments of the world. 

mere prolongation of the present condition of suspense 
is not enough. 'Hie rc-cstablishmcni of confidence is 
essential if the world is not to drag steadily down to dis- 
aster. Germany cannot long maintain her existing regime 
of severe privation, and even it she could, it is doubtful 
whether, in the absence of a big improvement of world 
economic conditions generally, that would be sufficient to 
prevent her being forced to declare a general moratorium 
on her foreign obligations and perhaps to subject a much 
larger proportion of her economic activities to direct 
government control. It has been estimated that in 1932 her 
obligation in respect of interest on foreign debts, together 
with normal amortisation on long-term debts, w-ill amount 
to £70 million. Interest from German investments 
abroad may be set off against payments due on foreign 
"direct" investments in Germany. 'Fbus a surplus of 
some £70 million on her balance of trade in commodities 
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tad lemces ii reqatped to meet that firit 
coontizig reparationi or ta]r pronsion for reparfdkiliiir 
thon-term foreign debt. In 1931 Gemuny’t export 
snrplttt amoanted to some /150 million, but it is doubtful 
whether it can be maintained for long at that level. Much of 
the export! of 1931 represented the accumulation of stocks 
by merchants abroad (in anticipation of tariffs or for other 
reasons' which will not be replenished on the same scale. 
Imports have already been cut down almost to a minimum. 
The devaluation of sterling and other currencies, systems 
of exchange control, and general increase of protective 
tariffs, including those of Great Britain, further injure 
the possibility of expanding exports. If the precarious 
structure now built up were to collapse, what would 
happen ? It is, perhaps, possible to paint too lurid a 
picture of the financial crisis that would result in the 
creditor countries, but London and New York and the 
lesser centres would be forced at best to adopt new and 
exceptional restrictive measures, which in the case of 
London at any rate would gravely damage the existing 
financial structure. In Germany itself, even if inflation 
and the consequent political upheaval were avoided, the 
Government would be forced, in face of the growing 
stagnation of the cuuntr)'’s economic life, to encroach still 
further on the sphere of private enterprise, already so 
gravely handicapped. The consequences of the virtual 
overthrow of the private capitalist system in such a highly 
developed industrial State can only be guessed at. It is 
obvious, at any rate, that the prospect of extracting 
reparations from Germany, delusive as it is at present, 
would entirely vanish. Considerations such as these, 
modified of course by necessary political factors, should 
weigh more heavily in the determination of reparations 
policy than speculations as to what Germany could pay 
under this or that set of ideal circumstances. 



THE UNITED STATES IN THE 
NEW YEAR 


I. The Old Year 

T he year 1931 found no mourners by its bier. The 
hope* that had stood by its cradle had vanished with 
ihc first touch of an unfruitful springtime. The progno- 
sticators and the forecasters, the economists and the 
statisticians, the bankers and the writers of financial “ ser- 
vices” who had cheered the last days of 1930 with the 
prospect of “ recovery in 1931 ” w'crc long ago put to 
rout. Just as no one in 1929 had been sufficiently pessi- 
mistic about 1930, so no one in 1930 was sufficiently 
pessimistic about 193 1. 'I’he question now is, can anybody 
be sufficiently pessimistic about 1932 ? Are we in the 
transition period from one business cycle to another or 
arc We going into a new epoch of civiliz.iiion altogether ? 
Will future scholars date from 1929 the decline and fall of 
wciicrn civilization - as we now hear on every hand— or 
will this depression t.ikc its place with those of 1837, 
1857, 1873 and 1893 as differing rather in degree and 
outward phenomena than in cause or kind f It must be 
admitted that there is much— alarmingly much -to support 
the former view, lire profound political reactions of the 
steady shrinkage in prices and incomes, the complete over- 
throw of all the equilibria of international trade, the 
pt)werful and mysterious changes in currency and exchange, 
all point to something infinitely larger than the routine 
expansions and contractions of the business cycle. If we 
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are beii^ hushed hdi^ea^ to a new world wliat are tio 
be tta featares and its Undmaiks ? Whicre anil its l^hwayi 
lead ? No countty ever faced a new year witbi more 
hopes and mwe misgivings than the United States at the 
dawn of 1932. So vital are the economic questions of the 
hour that even the identity of our next President becomes 
of very minor importance. He is significant only as a 
still unknown force in solving the depression. 

And whatever may be the ultimate historical significance 
of the period through which we are passing, it certainly 
marks a change in all our moods and habits as striking and 
as sweeping as that produced by the war. Even those who 
have suffered no crushing material losses have felt the 
weight of the depression upon their spirits. Much of the 
reckless gaiety of the ’twenties has vanished with the paper 
profits. It may be that we arc entering upon a sedater 
age, more cautious in its pleasures as in its investments. 
Perhaps Victorianism is due for a revival. There are 
already symptoms of it in the shops. Moralists in abund- 
ance preach to us on the sins of materialism and would 
have us believe that the depression is a “ blessing in dis- 
guise.” They recall to memory those spiritually minded 
men and women who saw in the war a great uplifting and 
purifying influence in a world too devoted to pelf and ?elf. 
But to the rest of us a man dying on the battlefield in war, 
or from malnutrition in peace, attests so completely man’s 
incapacity to deal with his environment that any talk of 
purification or blessings is the purest humbug. 

Meantime the business writers and statisticians ^ on 
with their charts plotting the graphs of stock prices, bond 
prices, and commodity prices, inventing thermometers of 
business activity, recording car loadings, electric power 
consumption in kilowatt hours, and goodness knows what. 
It is astonishing to the layman to observe how carefully 
are kept the Itospital charts of that great invalid, American 
business. And it must be admitted that the parallels 
between this and earlier depressions, in security and commo- 
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idity novaneiitt, are to ttriking at to make one believe 
tb«t it it eanly poatible to exaggerate the difference 
between this and the claisic depfeiiiont of the last centi^. 

If it it not too morbid let nt look backward and tec jutt 
what did happen to ut in 193 1- It wai a year as spectacular 
at it was ^lattroui. The average prices of industrial 
Stocks, which teemed incredibly low on January i, rallied 
for a brief two months, but closed the year at a trifle less 
than half of what they were at its beginning. Railroad 
stocks fared materially worse — indeed, current quotations 
would suggest that the future of the railroads was in the 
past. Bonds, which arc accounted the most conservative 
investments, still held on July n at an average price of 
approximately 9270, but closed the year at 73-36, recording 
an unparalleled collapse. Commodities, which averaged 
on the Fisher index 77-7 for January, sank in December to 
66-7, a drop of eleven points for the year and of 33J per 
cent, from the base of too in 1926. Activity of steel 
mills, which never went above 57 per cent, in 1931, 
closed the year below 25 per cent. Automobile plants 
turned out two million cars as against nearly three million 
in 1930 and almost five million in 1929. It would be easy 
to multiply these statistics. The financial papers overflow 
with indices, each more discouraging than the last. But 
one needs no financial papers to sense what is happening. 

I nemployment in all classes of society, the impoverishment 
of those accounted rich or moderately rich, retrenchment 
in almost every family circle, and the sombre series of 
suicides, bring the depression home to everyone. At the 
dawn of the new year, it bestrides us inexorably. 

Can one find anything reassuring to say about the annus 
mirabilis that is past ? Undoubtedly yes, but the appraisal 
of the factors is as yet difficult. What is most important 
is that the united strength and intelligence of the nation are 
now arrayed, as never before, against the forces of economic 
destruction. There is no longer any evading the facts. 
Wc are faced with a major crisis as grave as the war and 
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m MHne waif mast diffiaih, for there it no convattkiiil 
techiiiiqne to thi« itevr type of conflict. The Adnmnttifr 
tioii, the banks, business houses, industrial leaders, hoOM». 
hcdders, even the labor unions, have banished all comfortable 
thinlriftg and are trying to meet the emeigency. Their 
failure — in some degree — seems assured; their success-— 
ultimately and in essentials — is certainly not to be despaired 
of. We shall win the depression as someone said the 
war was won — “ from the bottom up ” — from the labor and 
sacrifice of the millions. 

Reassuring signs appeared in the final quarter of 1931 
in the shape of a rise in the price of silver and in sharply 
increased prices for wheat and other agricultural products. 
These price flurries have largely subsided, but they afford 
hope. The flicker of an eyelash may not be much, but 
it is always a good sign in a corpse. 


II. New Year Remedies 

A S for 1932, utterances are cautious. The people who 
predicted “recovery” in 1931 are making no such 
mistake to-day. Practically no responsible people are saying 
that another twelve months will get us out of the wood. 
Rather the feeling is that another twelve months will give 
us a clearer idea of bearings and direction in the wood, a 
knowledge of the trees, and a better capacity for woodcraft. 
Commodity prices are holding steadier, and the brief im- 
provements of the autumn might return for a longer 
sojourn. Public attention is being focussed on the vital 
problem of our railroads. The powerfully organized and 
strongly entrenched railroad labor unions have stubbornly 
and thus far successfully opposed the wage cuts which are 
indispensable if the roads are to survive. But their oppo- 
sition is generally believed to be weakening. The Inter- 
state Commerce Commission and the public are coming to 
realize that the railroads have not been allowed to do well 
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in bad times. No less a tribunal than tlm Umted States 
Supreme Court has twice taken judicial notice of the dejMreS" 
lion, bjr recognizing that a rate decision of 1928 is not 
applicable to present conditions, and by setting limits to the 
powers of the Interstate Commerce Commission to dissipate 
operating revenues in rate-making experiments. In another 
decision it has set aside the attempt of a local government 
to compel the working by a railroad of an unprofitable 
line. Legislative recognition will slowly be accorded to 
the competition of other agencies of transportation so that 
trucks, waterways, airways and pipelines will ultimately 
come in for a certain amount of regulation and taxation, 
from both of which they arc now relatively (though by no 
means wholly) immune. 

On january 4, President Hoover delivered to Congress a 
message advocating eight measures to combat the depres- 
sion, namely, the strengthening of the Federal Land Bank 
system, the creation of a reconstruction finance corporation 
to furnish credits otherwise unobtainable, the creation of 
a system of home loan discount banks, an enlargement of 
the discount privileges of the Federal Reserve Banks, the 
development of a plart to advance money to the depositors 
of closed banks, the revision of laws affecting railways, 
the revision of the national banking laws, and drastic 
economy in federal expenditures. 

'Hie project of the Reconstruction Finance Corporation 
has been realized with a celerity which attests the capacity 
of Congress to act promptly when the national welfare 
seems to be at stake. The new Bill creates a corporation with 
half a billion dollars of stock subscribed by the United 
States Government. It has the power to issue a billion 
and a half dollars in bonds or other obligations uncon- 
ditionally guaranteed both as to principal and interest by 
the United States. Its policies will be dictated by three 
federal officials, the Secretary of the Treasury, the 
Governor of the Federal Reserve Board and the Farm 
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Loan Coauusobner, and fear priimte dtkeiM of wbom 
Goiezil Davres is a^dy nam^. The ooiporadon 
make advaaces ** feUf and adeqoateljr secured ” to hmka 
and other fidudarjr institutions in need of help. 
** Upon the approval of the Interstate Commerce Coin> 
mission,” the Corporation is empowered “to make loans 
to aid in the temporary financing of railroads.” It may also 
accept drafts and bills of exchange arising from the actual 
export of commodities (except war material) already shipped. 
The provisions of the statute follow almost precisely those 
of the War Finance Corporation created in April, 1918, 
which was organized to assist in the conduct of the war 
but actually rendered its most valuable service in the 
depression of 1921-22 in enabling banks with slow assets to 
“ carry ” the existing loans of their farmer customers. 
The War Finance Corporation had a powerful effect in 
1922. Public knowledge of its powers and resources 
restored confidence even before its funds were made 
available. And that, of course, is what is hoped now — to 
prevent the terrorized liquidation of everything, a liquida- 
tion which in the last few months has undermined public 
confidence and created its own causes. No circle in the 
last year but has been vicious. 


III. Reparations and War Debts 

S rrriNG with the new year before one, one goes back 
over the memories and phrases of the years gone by. 
What a nasty ironic shrew the muse Clio has become ! 
How she has flung back in our teeth the lovely phrases 
of yesteryear. The “war to end war” might better 
have been christened a “war to perpetuate war.” The 
world that was to be safe for democracy is so perilous and 
insecure that it is safe for no political system. “ We shall 
soon,” said Mr. Hoover, in accepting the Republican 
nomination on August ii, 1928, “ ... be in sight of the 
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dajr when poverty will be banished from this natioii.” 
Mr. Hoover will have to write some new campaign speeches 
in 193a. The old ones wU not do. 

Some of the derided phrases read better now. There 
was the man who was shouted down for advocating Peace 
without Victory. But it was an old man who kept saying 
“ Jt faii la guerre ” who carried that still vivid day, and 
“ Jf fait la guerre ” still rings in our ears, the curse of the 
embittered dead upon the generation of their survivors. 
One wonders if man can ever attain the moral stature to 
conduct his own affairs. The issues of fate seem somehow 


more sharply drawn ; the tragedy of our generation is 
to-day more stark, and more embittering. What of those 
thirty million young men who were killed or maimed ? 
Where arc the results worthy of their sacrifice or of the great 
and high emotions with which they made it ? Surely if ever 
bankruptcy and failure were written across the page of 
history it is now. As in the ’sixties, we have resolved that 
those men ought not to have died in vain. But who can 
assure us that they have not f 
It is to such melancholy reflections as these that one 
leaves the charts of securities and car loadings. And it is 
to such melancholy reflections as these that thoughtful 
Congressmen must have turned in the debate on the 


moratorium. The reparation question is a simple one. 
rhere IS Germany condemned by ihe jury verdict of 
crsai cs to pay an unsettled sum in damages when 
everyone agrees she can at present pay very little. Never 
mmd how good the jury was or how just the verdict. 
The Young plan supplemented the jury verdict by fixing 
* schedule of annuities to extend to the year 1988 and to 
aggregate over twenty-seven billion dollars. We are now 
• P*"" “ll'ig tor huge payments 



V R^Mltatioiit; and War Debtt 

pMure Mttttttce. If Americuu wiU not give tap dadr 
Hqainr bectuise tlidr own constitution tells them to, wli^ 
should Germans give up their money because somebody dsds 
treaty tells them to ? It is the same thing. In the long 
run public opinion governs a nation. All we can do about 
that is to have a new war. Everyone recognizes that that 
solution is no solution at all. Even France with her 
heritage of fear sees that. 

Americans would, therefore, cancel or at any rate greatly 
alleviate the reparations burden. There is also the excellent 
though selfish argument that payment of reparations will 
imperil or prevent the repayment to American citizens of 
some three and a half billions of dollars loaned by them to 
German States, municipalities and industries. Of the 
total indebtedness of Germany on private long-term 
obligations, 57 per cent, is said to be held in this 
country. It is natural, therefore, that our citizens should 
feel more concerned about this aspect of German in- 
debtedness than about German reparations in which, 
directly at least, they have no interest. 

As opposed to the German reparations there is the 
twelve billions of dollars in round figures owed to us by 
European countries, which accounts for roughly two thirds 
of our national debt. This obligation is contractual — 
funded, not assessed by any jury good or bad. Nor 
was it all directly a contribution to the prosecution of the 
war. Much of it represents post-war loans to European 
countries, but undoubtedly it helped to pay the piper for 
the costly tune to which we danced for more than four 
years. If we forego that debt a large part of the bill for 
the war is handed on to us. The European countries could 
pay ultimately even if a moratorium were essential now. 
Reparations or no reparations, why, we are asked, should 
they repudiate or we forego ? 

The United States Government (wrote Woodrow Wilson in 1920) 
fails to perceive the logic in a suggestion in effect either that the 
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United Swei *haU psy, part of Germany’s reparation obiiga^ 
« that it shall make a gftituity to the Allied GoTcmmenti to i»dm 
th m to fix such obligation at an amount within Germany’s capacity 
to pay. This Government has endeavoured heretofore in a most 
frirodly spirit to make it clear that it cannot consent to coMcct 
the reparation question with that of inter-goYemmeattl iadebted- 
ness. . . . The United States Government recognizes the import- 
ance, in the interests of peace and prosperity, of securing the 
reitoraiion of financial and industrial stability throughout Europe. 
The war debts of the Allied Governments, the treaty obligations 
of Germany under the reparation clauses . . . have or may have an 
important bearing in making plans to accomplish such restoration. 

Here, at least, is a declaration that has not lost its signific- 
ance with time. In fact, it can stand as the classic state- 
ment of the case against any cancellation of the war debts. 
The new Congress ratifi -d Mr. Hoover’s moratorium 
agreement with the proviso that ; — 

It ii hiTiliy erpre sdy declared to be against the policy of Congre.ss 
that any of the indebtedness of foreign countries to the United 
States should fse in any manner cancelled or reduced, and nothing 
in this joint resolution shall be construed as indicating a contrary 
psdlcy, or as implying that favorable consideration will be given at 
any time to a change in the policy hereby declared. 

On the other hand, it is probably safe to say that the 
cause of out-and-out cancellation would have more advocates 
in the United States to-day than ever before. Twelve 
billion dollars is a tidy sum. But the shrinkage in listed 
slocks in 1931 came to very nearly that ; the shrinkage in 
stocks, bonds, and commodities far exceeded it. In the 
prosperous years that followed the war we reduced our 
national debt by some ten billions of dollars, suffered no - 
great hardship, and progressively reduced federal taxation. 

If we could start the motors of the world by assuming the 
debt it would be worth while. To cut short the depression 
by a single month would be worth the sacrifice. And it is 
^ncrally agreed that the war debt and reparation problem 
is now the millstone about the neck of international trade. 

It is what causes the maldistribution of the gold supply. 



l^er%fleg Sinope’s c^Mdtjr to buy American goods. Tkt 
fierce «f hope that leapt op last June when die xooxtt- 
torium sns first proposed illustrates the immense power 
of the psychological influences which might be unleariied 
by any relaxation of international obligations. Moreover, 
advocates of cancellation point ont that the debt settle* 
ments as negotiated are unfair on the basis of present 
economic conditions. For instance, England under the 
..Baldwin agreement experiences a debt concession of only 
197 per cent, as against a concession of 75*4 per cent, to 
Italy. And, of course, all payments are automatically 
increased in terms of commodities by the collapse of com- 
modity prices. Annual payments on the war debt amount 
to less than one eighth of the present expenditures of the 
Federal Government and less than one seventeenth of the 
value of our foreign trade in a hypothetically “ normal ” 
year. 

No doubt a powerful factor in the ultimate decision will 
be Congressional pride, which is always forcing the inquiry, 
unparliamentary but searching, “ Why must we be 
‘ suckers ? ’ Why must Uncle Sam always pay ? ” And 
no less influential will be the consideration of international 
armament. For if money remitted from the debts owed to 
us goes to pay for armaments which will simply serve to per- 
petuate the impossible system that brought us to this 
chaos, then our only course must be to insist upon the 
utmost farthing — the last centesimo. Figures published 
in this country indicate that last year France, Czecho- 
slovakia, Italy, Poland, Rumania and Jugoslavia each spent 
more than ten dollars on armaments for every dollar paid 
to the United States. The allies together are spending 
annually for armaments seven times as much as their 
present annual payments to the United States of less than 
two hundred and fifty million dollars. Statistics of this 
sort tend to diy the tears of sympathy which might other- 
wise flow for our unhappy debtors. But if money con- 
cessions on our part can influence political and budget 
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in Enrope, ktokmg to tome better ordered «ttd 
more ftabk condition in Europe, then there it an argument 
widi a powerful popular appeal. Perhaps the wi^st 
ettimate of present American public opinion comes from a 
capable diagnostician of American and foreign sentiment, 
Mrs. Anne O’Hare McCormick. She , has recently said 
that Main Street’s mood 

ti one of trouble and dark uncertainty rather than of bitterness, 
but in its panic it is easily swayed by any argument. Its first instinCf* 
is to turn out anybody in office in favor of almost any outsider. 
It vearni .h.-w jII f<.: j) t -'>r., aii.^artv. which eiplair.' the enormous 
popu'.jrrs ihr'-ut;'!i' •hv»; • l.kc !l.;.‘e«fi ( ioicrncr 

Rill M-.irri;. <! (Hm!.; :;.a •■■■ "'.vr.;. li.vri- i‘ a 

distinct hardening of heart toward Europe, a general stiffening of 
nationalistic sentiment, it would be easy to persuade America either 
to cancel all the war debts or insist on the last farthing. We want 
nothing so much as to be told with enough assurance which way to 


The last three years have ittdeed illustrated the almost 
uncanny suggestibility of the American people. Somehow 
or other it seems certain wc are going to get on with this 
debt and reparation problem in 1932. Wc must get on 
with it ; and facing it is bound to mean progress in our 
troubles. 


IN'. The Budget Problem 

A side from legislation, good and bad, designed to 
alleviate the miseries of the depression and to start 
the natbn on an upward course, and aside from the problems 
arising from our comparatively untried status as a creditor 
nation, the major question in Washington is a fiscal one. 
Wc closed the fiscal year ending June 30, 1931, with a deficit 
of $902 million, which included $440 million for statutory 
debt retirement, or a net increase in the debt of §462 
million, plus additional cash in the treasury of S153 million, 
or a total debt increase of $615 million. For the fiscal year 
ending June 30, 1932, the Treasury estimates a probable net 
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drieaiiiii»fofcedi^ttCcatgi«Muh>tdtotnrer^^ ’H 
After yeirs of presdiiiigo&the linof the unbahnced budget, 
the tune he* come to put our precepts into practice. It Is 
obviont that the first necessity is for retrenchment in all fieMs 
of goYemmental activity. Bat it is equally obvious that no 
retrenchment now practicable can cure the situation. 
And so Congress must decide whether to borrow the 
amount of the anticipated deficit or to increase taxes or 
to combine the two in a woticabie, if not a popular, program. 

Fortunately the Treasury Department and the Adminis- 
tration, though facing a popular election within the year, 
are addressing themselves to the situation courageously. 
Mr. Mellon said to the House Committee on Ways and 
Means : — 

A fundamental thought which I wish to present to you is that 
current receipts and expenditures of the Government should be 
brought into balance for the next fiscal year beginning with the 
coming July, so as to put an end at that time to any further increase 
in the public debt. This is essential, not merely for maintaining 
unimpaired the credit of the Government, but also for reinvigorating 
the entire credit structure of the country. The Administration is 
determined, with your cooperation, to anest this borrowing process 
on June 30 next. 

Mr. Mellon has outlined to Congress a two-year emer- 
gency program whereby the Treasury hopes to raise 
$920,000,000, or enough to balance the books in the fiscal 
year ending June 30, 1933, and $390,000,000 additional 
during the current fiscal year. He recommends that the 
per cent, rates of if, 3 and 5 per cent, on incomes of $10,000 
or less should be raised to 2, 4. and 6 per cent, respectively, 
with surtax rates at i per cent, on incomes over $ro,ooo, 
running up to 40 per cent, on incomes (if any) of half a 
million. He further recommends increased rates on 
tobacco, a slight increase in corporation tax levies, taxes 
on automobiles, radios, cheques and drafts, telephones, 
telegraph and cable messages, and an increase in estate taxes. 
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Btinnm Ko^pt^ in titt coontiy ii^impr^sied mxh thp 
moral and exempJaiTr nine o( govenunental economy and' 
a balancn! bodget. 

Could you have a more depressing psychological effect (ashed 
andcr-Secreury Mills) than the promise of the United States 
Government, backed by the total resources of the people of the 
United States, depteciating i8 points in ninety days I Why f 
Because of the fear that instead of meeting our needs through 
legitimate, sound means, afforded by taxation, we propose to attempt 
to iiiue billions of dollars of securities to the public. 

. . . The courageous thing to do and the right thing to do is 
for the Government of the United States to stop borrowing and 
balance its budget and live within its income ; and nothing . , . 
will have a greater effect right now than just that action on our 
part, because you must not forget that while there have been very 
many economic forces that I'avc tended to produce the present 
depreciation in prices and values, in the latter phases of this depres- 
sion period the psychology of fear and the loss of confidence have 
played even a greater part than the economic factors. 


I he Administration is also resisting the temptation to 
increase revenues from the pockets of the “ rich,” and Mr. 
Mellon told the Ways and Means Committee that “ many 
not now taxed (under the existing federal income tax 
lav) ..re very definitely in a position to make some con- 
mbuuoii to liic support of government.” 

U should perhaps be noted that one reason for the 
drastn decline m public revenue is the predominant part 
plavcd by the income lax in our fiscal system. This tax 

for th SC‘^4-000,000 and 

that ndi' -"' 474 , 000 , 000 . It is thought 

$300,000, oc^. taxes decline more rapidly th!a 

incomes ,s due partly to the graduated tax scales^and panly 
to the provision of the tax law which makes capitd n« 

from income "u 

necessarily incurring actual loss cl- hv T. 1 
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Mcoratf «iid boTing anotber, the payxneiit <1 
taxes bai been reduced for many people to nothing bat a 
volontary contribution to the support of government^ a 
mamfestation of public spirit to wHch few citizens in any 
country are as yet educated. 

Just vrhat tax Bill will ultimately pass it is too earty to 
say. Control of the national House of Representatives is 
with the Democrats, and Republican control of the Senate 
is largely theoretical, so that perfect harmony is scarcely 
to be expected. Europeans will remember the precedent 
of Woodrow Wilson and a Republican Congress. Never- 
theless, the Democrats have shown a disposition to realize 
that cooperation in measures to rout the depression will 
gain them more voters next November than long harangues 
about the sins of the Administration and the petty 
manoeuvres of party obstruction. This is well for the 
country, and the distrust of Congress which was a byword 
no more than a year ago has laigely subsided and been 
replaced by a belief that Congress can and will “ do some- 
thing” to better conditions. That it can do immense 
harm by cheap and easy remedies no one denies. But the 
virtue of a balanced budget and sound legislation for the 
banks and railroads is no less obvious. 

Meantime those who bear the brunt and burden of the 
depression are unbelievably calm and patient. There has 
been a notable lack of tumult and civil disorder, a notable 
absence of men crying out against capitalism or democracy 
or our established institutions. Rather we find a faith 
that this is an hour of national crisis to be met and over- 
come by work and fortitude and voluntary relief to the 
unemployed. On the vindication of that faith by the 
future depends not merely the economic, but the political, 
future of America. 

United States of America. 

January 26, 1932. 
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INDIA: THE STRUGGLE WITH 
CONGRESS 


I. India and the Round Table Conference 

S INCE the publication of our last article from India* 
even IS have moved with startling and dramatic rapidity. 
ITic cloud of depression and uncertainty then hanging over 
the country has, to some extent, lifted in spite of the recent 
incidents and ordinances. In the constitutional sphere 
the signs arc more favourable than seemed possible during 
the summer and autumn, and in the political field there is a 
straiglii figlit on a clear issue between Congress and the 
government. The gloves are off. Whether or not any 
substantial progress was made by the Round Table Con- 
ference in cl.tborating the mechanism of the future con- 
stitution, and in spite of its failure to secure an agreed 
settlement of the communal problem, every impartial 
observer recognises that a marked advance has been made. 
'Ilic air has cleared. The Prime Minister’s statement, 
and ilic emphatic approval by both Houses of Parliament 
of the policy embodied in the White Paper, have left no 
rcKim for doubt in the minds of reasonable people as to the 
determination and intentions of Great Britain. The 
consequent diminution of the feeling of pessimism and 
distrust which animated many Indian statesmen, even of 
the more moderate school, is a factor of great psychological 
importance. And, whatever the nationalist press may 
write about the inadequacy of the Prime Minister’s state- 
ment, the opinion is gaining ground that some really solid 
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md iudt^ wA luM been done. Hie Eonad Tiliie 
deiqiaie* luii« now xetnrned to India, and tbeir proiumnce> 
Ottntt (except, of coarse, Mr. Gandhi^s) on the subject are 
mttbed, on dM whole, hy a robust, if cautious, optiimsm 
and a firm belief in the value of continued co*operation, 
Hiere ate ngnt that confidence in the good faith of Great 
Britain is returning, and prophecy is indulged in as to the 
date of the establishment of the new constitution. Hie 
fact that the Round Table Conference will remain in 
being in India in the form of a consultative ” committee, 
under the chairmanship of the Governor-General, as 
deputy to the Prime Minister, and the appointment of the 
Franchise, Federal Finance and Indian States Inquiry 
Committees, which are now engaged on their labours, 
provides a clear and convincing proof of the Government’s 
determination not to marie time, but to carry out their 
programme with the greatest speed compatible with care, 
undeterred by the many forces of disruption still actively 
at work, and of their willingness to seek by the method of 
conference and discussion a solution of the problems still 
outstanding. The ready acceptance by Indian public 
men of invitations to serve on these committees is an 
encouraging sign of the belief of non-Congress opinion 
in the greater value of co-operation as compared with the 
barren campaign of civil disobedience. If any further 
proof of Great Britain’s purpose were needed, the speech 
of the Viceroy to the Assembly on January 25 gives it 
in full. 

The tactics of Congress have not been unexpected, as 
the extremists for some time have had the upper hand. 
They were scheming during Mr. Gandhi’s absence in 
London to force the issue and to leave him on his return no 
alternative but to declare for a resumption of civil dis- 
obedience. Mr. Gandhi’s own position made this easier. 
His behaviour at the Round Table Conference revealed 
his lack of constructive statesmanship, and his indifference 
to practical issues. It showed that he could not speak for 
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Indu at a wliole, that hit claim to dictote terma on hehfdf 
the Congrett to other lectioot of the bodjr politic ifWt 
contetted and relented bf Mahomedant, by the depreiv^ 
clattet and by many Hindus themselves, and, finally, hi# 
failure to “ cot any ice ” at the Conference greatly loweired 
hii prestige. If he had any inclination to make a 
spectacular gesture which would bring him back into 
the limelight, it would certainly have been strengthened 
by this failure in London, Many observers felt convinced 
that he would resume the civil disobedience movement 
after a half-hearted attempt at artificial negotiation, 
and it is easy to understand how circumstances drove 
him to forsake the path of co-operation. By precipitating 
action in the North West Frontier Province and the 
United Provinces, his lieutenants had left him little 
choice, even if his personal inclination did not point in 
the same direction. These lieutenants, whether Abdul 
Ghaffar Khan on the Frontier or Pandit Jawahar Lai 
Nehru in the United Provinces, had made no secret of the 
fact that they hoped to secure through the civil disobedience 
movement the complete independence of tJieir country. 
'IIjcv anticipated that Mr. Gandhi would keep the Govern- 
ment of India in play, by negotiations with the Viceroy, 
while they completed their preparations for the “war.” 
At the convenient moment Mr. Gandhi would announce 
the cessation of the negotiations, and the carefully matured 
pltns for civil disobedience, which were intended to take 
full advant.igc of the serious financial diflRculties of the 
country, would then l>e put into operation. The Congress 
leaders were out in their calculations. The Government 
of India took immediate action. Their firm and vigorous 
measures caused surprise and consternation in the Congress 
camp and robbed the leaders of the interval for further 
prepyation which they had expected. The Congress 
working committees are now unlawful bodies, many of the 
leaders are in jail. The issues arc clear-rut. On the one 
hand, in the connitutional sphere a march along the road 
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«di t2id^ QaQii»7 ia lotts |)t^ bf t&e fwfuc^ 
and, OA the othW) i% th« polit^tal ^h«K is diB 
Oovemment^s decamuftatioa to trash wiuA it M diect an 
tuuirmed rebdiioa for the purpose of fHaaing indepeaddice. 


II. The Red Shirt Movement 

W E must now describe the main events which led to 
this dramatic dhunument and set forth, as far as 
possible, the reactions in India as a whole to the policjr 
of the Government in determining to hght the Congress 
and simultaneously to proceed with reforms. The months 
of November and December were a very critical period in 
the history of India. Government was beset with difficul- 
ties. The Congress leaders, in spite of the Delhi Pact, 
were making preparations for the resumption of the 
“struggle” — establishing “war” councils, encouraging 
everywhere the growth of “ war mentality ” and implanting 
in the minds of impressionable schoolboys “ the glory of the 
fight for freedom.” 'Ihe falling prices of food grains 
offered a favourable opportunity for stirring up the peasan- 
try — especially in Pandit Jawahar Lai’s own province, the 
United Provinces. The Red Shirt movement on the 
Frontier was clearly subversive and opposed to the Irwin- 
Gandhi settlement, but the Congress deliberately en- 
couraged Abdul Ghaffar Khan, its irreconcilable leader, in 
his pretensions. The position was thus one of extreme 
delicacy in which a false move on the part of the Govern- 
ment might have been disastrous, Mahomedan feeling 
in the Frontier Province and in the Punjab was uncertain, 
shaken at it was by events in Kashmir. On the Frontier 
the Red Shirt organisation was making rapid headway, 
and was openly inspired by revolutionary objects. It was 
realised that action could not long be delayed against 
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Abdul Ghdbr the leader, who daiined to be 
itjutt head <rf the provian. Premature actk^ howem» 
hare predpiuted a conflagration among the Mahonie- 
dana of the prorince and in the tribal areas. The Mahonm- 
dans of the Punjab and the United Provinces might ean^^ 
hare extended more than a silent sympathy. Serious 
trouble in northern India would have presented a golden 
opportunity to the Congress leaders elsewhere ; under their 
instigation a peasant revolt in the United Provinces, which 
might have spread to other provinces, would have been on 
the cards, while in Bengal the revolutionary party, regarding 
themselves as the " storm troops ” of the “ nationalist 
army,” would have been inspired to more dastardly deeds 
of terrorism. The moderate politicians, especially the 
Hindus, disliked the Bengal Ordinances and gave little 
support to Government on the plea that the price of their 
co-operation was the abandonment of measures of “ re- 
pression.” Mahomedans generally were apprehensive of 
constitutional developments which might run counter to 
their hopes and claims, and would not wholeheartedly 
co-operate with Government until those doubts were set 
at rest. In a situation of such bewildering complexity. 
Lord Willingdon and his Government acted with firmness 
and courage. 'ITxey have now regained the initiative and 
arc proceeding undismayed with the great constitutional 
task before them. 

The events in the North West Frontier Province, the 
United Provinces and Bengal play such a prominent part 
in the later developments that a fuller account of them is 
necessary for a proper understanding of the sequence of 

events. 

To take the North West Frontier Province first, in many 
ways it has been, as it were, the keystone of the political arch. 
Congress intransigence went further here than elsewhere 
and open defiance of authority had reached a highly danger- 
ous pitch. It is still, to a large extent, the touchstone of 
Mahomedan feeling. In his conciliatory administration 
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wiicik it ww hoped trcNdd win gcnend lappovt ia ihe pco^ 
thiee ior dee oongiBg coattitntioiu} rdbrsit, tite Oa^ 
OtxBmisiHiiier trai perastentfy thwarted b)r Adbol Ghafttr 
Khaw ««1 hi* adherents, who for the greater part of last 
fear had been making intensive preparations ftx the 
roiewal of thdr struggle for complete independence. 
For ten months, in spite of grave provocation, the Govern* 
ment of the province restricted its action against this 
movement to measures under the ordinary law. It was hoped 
that the eventual establishment of a reformed constitution 
would consolidate public opinion and bring about peaceful 
conditions. This hope was not realised. The publication 
of the report of the Subjects Committee in June last 
made no impression, and indeed a spirit of contempt for 
law and order was spreading, leading to open defiance of 
authority and violence to government officers. It was hoped 
that Mr. Gandhi’s participation in the Round Table 
Conference would mend matters. But again hopes were 
disappointed. Abdul GhafiFar Khan had been made leader 
of the Congress movement on the Frontier, and after a 
tour throughout the province he returned to Peshawar, 
as a virtual dictator, to reorganise the Youth League 
as an integral part of the All-India Congress organisation, 
under the name of the Frontier Provincial Jirga. He 
urged his audiences to disobey orders passed by Govern- 
ment, delivering inflammatory anti-British speeches. He 
declared in November that the aim and object of his 
organisation was “ to liberate the country from the foreign 
yoke. The country was theirs, while the English were 
enjoying themselves.” 

At a later meeting, after the Prime Minister’s 
announcement, he declared, “ We have two purposes : 
firstly, to free our country; and secondly, to feed the 
hungry and clothe the naked. Do not rest until freedom 
is won. It does not matter if yon are blown up with guns, 
bombs, etc. If you are brave, come out into the battle- 
field and fight the English, who are the cause of all our 
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cnsitiin. Coagren U a voeietf j^ast tlie Hk 

&igliah are tlie oomnum ciiemiet of the Congress and (rf tlw 
Pathaos.’* During die month of December his foUossing 
of Red Shirts held large camps in the Peshawar district, 
at which parades and manoeuvres in military formation 
were carri^ out. The campaign for the non-payment of 
revenue and water-rates and for the refusal to take govern- 
ment canal water was steadily pursued. In one part of the 
Peshawar district a Red Shirt tahsil (revenue office) 
was opened and collections were made from the zemindars 
(landowners). Attempts were made to extend the Congress- 
Red Shirt movement across the administrative border 
into the Malakand Agency. Meetings were held in deliberate 
defiance of the Political Agent’s order, and, in spite of 
a strong protest by the local maliks themselves, inflam- 
matory pamphlets were distributed in the Swat territory 
to stir up disaffection against the Wall of Swat, There was 
reason to suppose that the Mohmand tribal territory 
was also penetrated by Congress emissaries. In spite of 
every effort at conciliation by the Government of the 
province, Abdul Ghaffar Khan remained obdurate and 
used the Prime Minister’s declaration of December i 
as an occasion for even more open defiance. Resolutions 
were passed on December 20 at a meeting of the Pro- 
vincial Congress Committee repudiating that declaration 
and resolving that nothing short of complete independence 
would be acceptable. Congress was called upon to abandon 
the Invin-Gandhi truce and to procLiim the renewal of 
civil disobedience. The first week of January was to see 
the inauguration of a fresh phase of Red Shirt activity, - 
which would be signalised by the ceremony of unfurling 
the Congress flag at Utmanzai at a New Year’s Day parade, 
and preparations were in train for an impressive demonstra- 
tion of Red Shirt strength and preparedness. 

In the face of these resolutions Government could no 
longer stay its hand or follow a policy of conciliation. 
The Chief Commissioner held a Durbar on December 22, 
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iit^ -and die fecal ^veTfimm to hitrodace dut lufm 
otmatk u tfeii at the «ir&est possible momeat, an aixtiotiiiQe- 
ment whidi made a deep impression upon the more msmi^ 
aide people <rf the province. Immediately after the Dnrbar, 
Abdnl Oha£Far K^n was arrested and an ordinance prO- 
malgated to give the authorities the requisite special powers 
for dealing vnth the emergency that had now arisen. 
Numerous clashes occurred with bands of Red Shirts, 
but the policy of firmness proved successful, and soon a 
decided improvement took place. Red Shirts began to 
apologise and to burn or dye their uniforms. Revenue is 
once more coming in, and the intelligentsia are concen- 
trating on the early establishment of a reformed con- 
stitution on the lines of a governor’s province. This may 
become an accomplished fact by the spring of this year. 
Details are now being worked out with the utmost despatch 
by the non-official committees, the Chief Commissioner 
and the Government of India, and canvassing for election 
is already in progress. 


III. The No-Rent Campaign 

I N the United Provinces the Congress leaders planned 
“ to consolidate the position of the Congress, to 
strengthen their organisation and to prepare the people 
for any contingency that might arise,” and especially to 
concentrate on the rural areas. The Delhi Agreement was 
concluded on March 5, 1931 ; nevertheless, within a very 
short time Congress gave clear proof that they did not 
intend to abandon the no-rent campaign which they had 
vigorously preached in parts of the province during the 
civil disobedience movement of 1930. The general fall in 
prices had made the payment of rents a matter of serious 
and increasing difficulty for tenants, and the situation Was, 
therefore, open to skilful exphutation by the Congress. 
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It dwMikl be explained that in the United -ProTincei 
95 per cent, of the renti are on a cash basis. Rentak ane 
fixed hy agreement between the landlord and the tenant, 
and are not determined by government agency. In the 
past the efforts of the State have lain in the direction 
of secnring and safeguarding equitable terms of tenure 
for coltivatori, rather than of attempting to settle the actual 
rents. The State may remit revenue, and the law provides 
that when, owing to any calamity, the State remits revenue, 
the revenue payer, i.r., the landlord, should make a pro- 
portionate reduction in the rents paid by his tenants. 
The Government accordingly decided to announce, after 
careful enquiry, a remission of land-revenue which would 


result in the reduction of rentals to about the level of 1915, 
involving a reduction of 207 lakhs* of rupees in the total 
of rents in the province. The Congress agents, however, 
went on steadily inflaming the tenants, and a state of affairs 
was brought about which not only threatened general dis- 
order, but contained a serious menace to the maintenance 
of the Delhi settlement. The ordinary processes issued 
by the revenue courts were executed with the greatest 
difficulty, and attempts to do so were frequently accom- 
panied by rioting. Crops attached under judicial decrees 
were forcibly removed ; there were many cases of intimida- 
tion by violence or social boycott. In some cases landowners 
themselves or their agents were murdered, and police were 
attacked when investigating crime. Abundant evidence 
was forthcoming of the growing spirit of lawlessness in 
many districts, largely because Congress volunteers were 
worling m the villages, spreading contempt for authority 
^d sowing dissension between landlords and tenants. 
Mr. Gandhi visited the Governor of the province and issued 
contaTner unexceptionable, but which 

paid, to adjudicate disputes between landlords and tenants, 

• A lakh ii /7,5oo. 
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«m 1 t» xeodVttoaittfA^iu ^auut the lonwff lodged b^ 
-litter^ ' ' ' ' 

Thif masifetto iutiifali7 complicated the sitoatisik 
Riota and lawksmeM continned, and Pandit Jawahar Lai 
Nehrn made it clear that hit objectiTe inclnded the total 
eapro^iation landlords, and held out to tenants the 
j^ospect that, with the victory of Congress, they would 
become full proprietors of the lands they cultivated. The 
Congress volunteers deliberately encouraged a form of class 
warfare against their landlords, accusing the latter of 
perpetrating acts of brutal savagery upon their tenants to 
force the payment of rents. The plight of the tenants 
during the year 1931, owing to the fall in prices and other 
economic causes, was serious. The Government, realising 
that further relief was required, appointed another com- 
mittee and invited a Congress leader to serve on it, but he 
declined the invitation. This committee proposed remis- 
sions of revenue which involved a total reduction of rents 
by about 410 lakhs of rupees. On the flimsiest grounds 
the Congress considered them wholly inadequate, and 
decided, after some discussion, that a no-rent campaign 
should be started in the Allahabad district. Later on, 
after some brief negotiations, during which the Congress 
put forward impossible claims, which no Government could 
accept, the Provincial Congress Committee, at a meeting 
held at Lucknow on December 5, passed a resolution 
deflnitely authorising the local committees of Cawnpore, 
Unao, Rae Bareli and Etawah to commence a no-rent 
campaign. The possible extension of such a campaign to 
other districts rendered further action on the lines already 
pursued out of the question. The dangers of such a 
campaign had been made abundantly clear, with its possi- 
bility of leading to murder and class warfare, and again 
Government could stay its hand no longer. An ordinance 
was promulgated empowering the local government and 
their ofliicers to deal adequately with the no-rent campaign. 
Pandit Jawahar Lai Nehru and other leaders were convicted 
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fgf dcfimccfll of4cr« ier?od afXHi the*® ****■ 

The ritaation immctiiatelf improved and rents begaa M 
I*. The provisions of the ordinance have in fact been 
very spuingly used owing to a restoration of confident* in 
Government’s power to exercise authority, and a very 
satisfactory comment was the substantial endorsement by 
the United Provinces Legislative Council of the Govern- 
ment’s policy and of the need for the ordinance. A slight 
increase in prices materially helped. 


IV’. Terrorism in Bengal 

I N Bengal the diihculty was not attributable to the 
measures adopted by Congress : the Congress party 
there was torn by internal dissensions, and in spite of the 
Barhampur resolutions and a determination, if necessary, 
to act independently of the National Congress (though the 
province was admittedly unprepared for civil disobedience) 
was not mating much headway. It was the recrudescence 
of the terrorist movement that gave cause for much serious 
anxiety. A recapitulation of the many outrages committed, 
culminating in the murder of Mr. Stevens by two young 
girls, is unnecessary here, as these events will be fresh in 
the minds of readers of 'I'liE Round Table. The conse- 
quences wcic disturbing. In parts of the province, e.g., 
Chittagong and Dacca, the authority of Government was 
seriously impaiied. Ihe revolutionary party was rapidly 
growing in strength and numbers : it w'as well organised 
and made a strong appeal to the sentimental young Bengali 
of the middle classes. Many of the known revolutionaries 
had been detained in detention camps under the Bengal 
Criminal Law Amendment Act, but this was of little help in 
Itself— discipline was lax and the camps served as a sort of 
headquarters. Communication with confederates was easy, 
rhe movement Uirove.and in some districts the countryside 
was desperately afraid. The inadequacy of the countcr- 
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iMMer <«tad by tke &»opetii AMocution aad fajr t a«r 
orgisiiatMe knowa ts the RojalMts. Sterner ictkn tntf 
dbnmded, and titK>ng non-offidal Eun^eins there wi« 
constant talk of reprisals. The prestige of the Goeemment 
was low. Strong measures conld not be delayed. The 
European community rightly demanded the restoration of 
conditions in which they could carry on their daily busi- 
ness without the fear of assassination. The Chittagong 
bravoes had to be rounded up and respect for authority 
restored. The Bengal Ordinances were promulgated at 
last and many suspects were arrested. Some improve- 
ment has taken place and the presence of troops in Chitta- 
gong has had a good moral effect. But terrorism still 
goes on, and very careful measures of protection have to be 
taken. Every spectacular success which the revolutionary 
party achieves encourages them and inspires confidence 
in the ingenuity of their plans to murder Englishmen or 
any persons who give information or evidence against them. 
They are completely irreconcilable and will not abandon 
the cult of the bomb and the revolver with the advent of 
self-government. 

It is indeed one of the most unsatisfactory features of 
the Bengal situation that fear of the terrorist movement is 
so widespread. Only on this supposition can one explain 
the attitude of Congress and the nationalist politicians 
generally. They fear that when provincial autonomy is 
attained the revolutionary party will demand a large share 
of the plums, and so the leaders, while rebuking methods 
of violence, laud the self-sacrificing spirit of the murderers 
and cause them to be acclaimed as saints. They compare 
the murders of innocent people with the issue of an 
ordinance by Government as alike instances of terrorism, 
while so sensitive and so squeamish are the Liberal politicians 
as a class that they profess a detestation of government by 
ordinance, and pretend that the terrorist movement would 
subside of itself with the grant of full responsible govern- 
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meat ia tbe pronocet lad at cbe oeDtrfe Ub1<*< tfajwrf 
lente of the people rf India contmes to extirpate tmamU 
from Bengal, neither a federation of povinces and Sta^a, 
nor dominion atatnt, nor complete independence will bring 
peace to that nnhappy province. 

Thni in each of theac provincci certain common features 
were preient — a growing spirit of lawlessness and defiance 
of authority, leading to disturbance, murders, insecnrity, 
and attempts to set up parallel institutions and to exercise 
an authority equal to that of the established Government. 
Any Government which did not take vigorous action in 
face of such a situation would have failed in its first duty, 
which is to govern. The question was not one of stifling a 
legitimate political movement, but of preventing disorder 
and chaos. 


V. Mr. Gandhi’s Return 

S UCH was the general position of affairs at the end of 
December when Mr. Gandhi was due to arrive. 
The stage was carefully set, and perhaps the leaders felt 
little doubt as to the turn of events. TTie acting president, 
Mr. Vallabhai Patel, had declared that the coming struggle 
would be India’s last struggle, but that he would leave the 
final decision to his leader, Mr. Gandhi. Mr. Gandhi 
himself during the voyage said that he would not take a 
“ hasty step,” but his first utterances ashore indicated 
more than a willingness to do so. At a public meeting he 
declared that he had hoped that it might be possible for 
him to find a way to co-operate with Government, but the 
signs he had noticed had considerably weakened these hopes. 

If the fight becomes inevitable, I invite you to be ready, 
but I will not give up all attempts to save the nation from 
a fiery ordeal and would not be afraid to undergo any amount 
of suffering or flinch from sacrificing a million lives.” 
lUc Congress Working Committee urged upon him that 
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^ fmemt poSkjr o#^ the Govenuoeait hi Beii^ the 
Ftcrniier Pto^oe ead the linked Provincet meeat A 
definite rupCOKt end that it was no good trying to pitch 
things up. Mr. Gandhi preferred to postpone hii deddon 
nntil he had ascertained the views of the Government of 
India. He accordingly telegraphed to the Viceroy, in 
effect asking for an explanation of the ordinances and 
whether friendly relations were closed. The Vicert^ 
replied that in Bengal the Government must take all 
measures necesury to prevent dastardly assassination of 
their officers and private citizens, that it was impossible 
to reconcile the activities of the Congress in the United 
Provinces and the Frontier Province with the spirit of 
frank co-operation. He was prepared to see Mr. Gandhi 
but not to discuss with him the measures which his Govern- 
ment had found it necessary to adopt in the three provinces 
with the full approval of His Majesty’s Government. 

The Congress Working Committee, on Mr. Gandhi’s 
advice, proceeded to pass a lengthy resolution in which 
they questioned the accuracy of the Government’s state- 
ment of events, described the Prime Minister’s declaration 
as “wholly unsatisfactory and inadequate in terms of the 
Congress demand,” and declared that nothing short of 
complete independence would satisfy them. They ten- 
dered their co-operation “ provided the Viceroy recon- 
siders his telegram and adequate relief is granted in respect 
of the ordinances and its acts, free scope is left to the 
Congress in any further negotiations and consultations to 
prosecute the Congress claim for complete independence, 
and the administration of the country is carried on in 
consultation with popular representatives, pending the 
attainment of such independence,” and, finally, in the 
event of no satisfactory reply being received, they called 
upon the country to resume civil non-violent disobedience. 
TTiis was to include the boycott of all foreign cloth, the 
boycott of British goods and British concerns, the vigorous 
picketing of liquor and foreign cloth shops by women, the 
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mannfa ctOK Uld collection of $iltf the d^pUi^jfe- 
tioa oi procesiions »od demonstntionB, civil bretcb of 
** nothworal '* liws 2nd of Iaw$ and orders injurious to the 
people, and civil diiobedience of all important orders issued 
under the ordinances. They appealed for national economy, 
the non-purchase of goods on which customs duties are 
levied, and the boycott of government utility services 
and concerns such as posts and telegraphs, courts and 
railways ; they assured the landlords that they had no 
design on interests le^timately acquired and called upon 
the landed and monied classes to help the Congress. Mr. 
Gandlii informed the Viceroy that the constitutional 
issue dwindled into insignificance in view of the ordin- 
ances and denied that events on the Frontier, in the 
United Provinces and in Bengal were open to the inter- 
pretation placed upon them by the Government of India. 
He stated, however, that the resolutions of the Working 
Committee would be suspended if the Viceroy would still 
consent to see him and discuss the present situation arising 
from the ordinances. 

After the threatening resolutions of the Working Com- 
mittee and the tone of the telegram sent by Mr. Gandhi, 
the Viceroy felt that he could give only one reply, namely, to 
express the Government’s regret at the resolutions that had 
been passed, involving the general revival of civil disobedi- 
ence unless certain conditions were satisfied. The Viceroy 
added that he considered the attitude of the Congress 
deplorable in view of the declared intention of His Majesty’s 
Government. “ No Government consistent with the dis- 
charge of their reponsibility can,” he said, ‘‘be subject to 
conditions sought to be imposed under the menace of unlaw- 
ful action by any single organisation, nor can the Govern- 
ment of India accept the position implied in your telegram 
that their policy should be dependent on the judgment of 
yourself as to the necessity of measures which the Govern- 
ment have taken after most careful and thorough con- 
sideration of facts and after all other possible remedies have 
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. Iln iStinUtfi Remm 
1^ tidwwfj.** It m» hwdfy pouibi* fi>r tbe ^^Dfgtcf 
to javjt* Mr. Giadlti, with the hope of «&/ tdra&ti^ to 
•a iotmicfr hdd nsder the threat oi the resumptioa of 
Gtnl dtaobedieoce. Hie die was that cait Mtsifeitoi 
were ittoed. Mr. Gandhi in his last pnhlk utterance 
befcwe his arrest urged the countiy to respond to the 
challenge of Government and appealed to Americans to 
watch the course of the struggle and to use, “ for the sake 
of oppressed humanity, the influence of the greatest 
nation.” Mr. Vithalbhai Patel, the ex-president of the 
Assembly, Mr. Subhas Chandra Bose and Mr. Jamnadas 
Mehta issued a joint statement condemning the Working 
Committee’s conditional offer of co-operation and urging 
the establishment of new independence organisations in 
the country. 

It is clear that Government’s forbearance in face of 
grave provocation in the three provinces, the Prime 
Minister’s statement and its acceptance by Parliament, and 
the assurance of the immediate establishment of a new 
constitution for the Frontier Province were wholly ignored 
by Mr. Gandhi and his lieutenants, In effect, they de- 
manded the Viceroy’s capitulation to conditions which 
would make Mr. Gandhi the arbiter of measures necessary 
for the maintenance of law and order, and which would 
leave the Congress free to pursue their subversive activities 
as they saw fit. If the Viceroy had agreed, he could expect 
nothing from the Congress except the freest exercise 
of its claim to independence ; if he did not agree, the Con- 
gress would immediately embark upon its programme of 
civil disobedience. To the Congress leaders civil diso- 
bedience was not only the natural right of the people — 
especially when they had no real voice in their govern- 
ment — but an effective substitute for violence. It was 
obvious that the Government could no longer sit still and 
watch the progress of a movement that was deliberately 
designed to paralyse the administration and to inflict the 
maximum of harm on govermnent, regardless of the loss 
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h entail on priirate individnali. It dioeforc acted 
with vigonr and promptitnde. A statement of policf was 
issued hy it explainii^ that the moremcnt was opposed to 
all constitutional principles and that in fighting it tlw 
Government of India was fighting the battle not only of 
the present Government but of the Governments of the 
fnturc, and that it would be its duty to hand over to the 
new order a working administration and, to this end, to 
resist with all its might the forces which would create a 
state of anarchy and chaos. 


VI. Civil Disobedience 

M r. GANDHI and SaruarVallabhai Patel were at once 
arrested under Regulation III of i8l8. On January 4 
four ordinances were promulgated to deal effectively and 
promptly with the Congress plan of campaign — (l) the 
Emergency Powers Ordinance, (2) the Unlawful Instigation 
Ordinance, (3) the Unlawful .Association Ordinance, and 
(4) the Prevention of Molestation and Boycotting Ordin- 
ance, These ordinances, the titles of which sufficiently 
indicate their scope, give very extensive powers to the 
authorities charged with the maintenance of law and order 
for the protection of law-abiding citizens. The life of an 
ordinance is six months only, though it can be renewed, 
and the policy of the Government has always been to utilise 
its provisions only for so long as the situation demands. In 
the provinces concerted action has been taken. Numerous 
Congress leaders have been arrested ; many have been served 
with notices prohibiting them from addressing meetings, 
taking part in demonstrations, encouraging picketing or 
actively aiding or abetting the civil disobedience movement. 
Steps have been taken to close Congress offices, to sequester 
their funds and to check, as far as possible, new contribu- 
tions to them. Processions and demonstrations have been 
on a smaller scale than might have been expected, but in 
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cwfj bme dmonitrations bave hetsi ia 

of orderi. Tliejr haye been controlled without 
^cnl^ and, so far, have not assumed anj dangerous 
importance. The arrest of leaders has passed almost 
nnnntiged. Manx persons have been and are being 
convicted daily and sentenced to varying terms of 
imprisonment. The presidents of working conunittees, 
“dictators” and members of war councils follow one 
another into office and jail in bewilderingly rapid succes- 
sion. The authorities on their part have not been slow to 
mobilise opinion on their side. At all important centres 
meetings have been convened to pledge to merchants and 
business men the support of Government against picketing 
and boycott. It seemed not improbable that a determined 
effort would be made to picket petrol stations and to pre- 
vent the export of wheat, cotton and gold, but so far no 
great success has been achieved in this direction, and indeed 
the exports of gold are increasing. The general uplieaval 
and the partial paralysis of government, which the Congress 
leaders confidently expected would follow their arrest, have 
not occurred, and victory in the first round has gone easily 
and unmistakably to the forces of Government. The end, 
however, is not yet in sight, and despite the absence of any 
disquieting incidents up to date, a constant strain is placed 
upon the authorities, who cannot for a moment relax their 
vigilance, and upon the public generally by the partial dis- 
location of normal business. 

How long the struggle will last it is profitless to try to 
foretell. The Congress is a powerful organisation and 
occupies a unique position in Hindu, sentiment. At this 
point, though generalisations are dangerous and need 
constant revision, it is possible to take some stock of the 
situation. The most striking feature is the lack of violent 
reaction against Government’s policy. Is this merely a 
lull before a storm or is it the natural response in the East 
to an attitude of firmness ? The moment was perhaps 
favourable to the Government. Congress funds were low 

339 



India: Tile Struggle mddi Congrcw 

fordid di8<Aedie«^ Tie 
expokoctf of 1930 hid bcca cortly to the people and they 
dta11lr«Mi ind relented the perpetual hartals and interfereiKe 
nith their daily affairi. Some of the main features of the 
movement, such ai the no-rent campaign and intensive 
Ix^cott, though skilfully devised to strike a shrewd blow 
It the financial position of Government, were bound to 
react against Congress by the hardship inflicted upon many 
Individual supporters. The depressed classes, again, have 
shown themselves definitely opposed to Congress preten- 
sions and organised a monster demonstration against Mr. 
Gandhi on the day of his arrival in Bombay. The Mahome- 
dans are generally hostile to Congress and to Mr. Gandhi, 
and so far are keeping thePisclves aloof from civil diso- 
bedience, though they are still uncertain and disunited, and 
it is far from clear what line they will finally adopt with 
regard to government policy on the Frontier. At the same 
time, in the constitutional sphere work is progressing. 
There has been no difficulty in completing the membership 
0/ the Consultative Committee and the various committees 
appointed to deal with the franchise and federal finance. 
Much will depend on the labours of these committees, 
and if a friendly atmosphere can be retained, there is good 
reason for hope. But here, too, it will not be all plain 
sailing : the problem of federal finance is so complex in 
itself and so inextricably bound up with the interests of 
individual States that many reflective minds regard it as 
almost insoluble. The Princes havtf, in many cases, issued 
manifestos expressing their determination to stand by the 
Government in their fight against the civil disobedience 
movement. The loyalist section of the people has been 
gratified by the proofs of firmness, and the wobblers are 
turning to Government as the winning side. 

The financial outlook is brighter : India’s credit stands 
high and the price of Indian securities is rising. The policy 
of linking the rupee with sterling has been beneficial, for 
India’s floating debt has been reduced to 61 crores from 
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84 cxoxet^ ttid tlie wbolsof the £1$ millios stetUag loanhAs 
tepud -srithoat borrowing. Hie Bank rate has been 
reduced, and there has been improvement in the rnpee 
prices of certain commodities, especially^ cotton. 

Thns from many points of view the signs are favourable, 
and one might logically expect the co-operators to organise 
an intensive mobilisation of all reasonable opinion to push 
on reforms with all speed, to make every attempt to capture 
the new electorate and to consolidate their position against 
the left wing of Congress, which should become a small but 
irreconcilable minority, against the time when they them- 
selves may assume responsibility for the government of the 
country. Unfortunately, there is little indication of this, 
and it seems likely that attempts may be made to bring 
pressure to bear upon Government to moderate their 
present policy against Congress. It is impossible to dis- 
guise the fact that the refusal of an interview by the Viceroy 
to Mr. Gandhi rankles in many quarters on sentimental 
and quite illogical grounds. Sir Tej Bahadur Sapru has 
put this point of view in moderate language when he pleads 
for an early resumption of discussion, and contends that no 
final solution can be found by the methods now adopted. 
Dr. Rabindra Nath Tagore, though not a politician, has 
expressed himself with greater force. The position may 
crystallise with the session of the Assembly which is about 
to begin. What will be its attitude ? Notices of motions 
for the adjournment of the House in criticism of Govern- 
ment’s policy have been received and attempts are being 
made to persuade the Mahomedans, especially those who 
are dissatisfied on personal or political grounds, to join in 
an attack upon the Government.* Whether or not such 
motions are carried, a certain sympathy with the Congress 
leaders, the general aversion of many politicians from 

*A motion ..ondemning the GoTcmment’i policy in arretting Mr. 
Gandhi and Mr. Sen Gupta, and other actions under the ordinances, 
sras defeated in the Legislative Assemblp on February 2 by 6a votes to 44. 
Moslem representatives were divided in the voting. 
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•tcoBg aeaniKt in tinMt of emergency, and an inabSS^ 
to refrain from making overtorea in public to extremiats 
OBtride the Honae, may bring about aome deterioration in 
tlie preaent aitnation, and the apring, aa is not uncommon 
in India, may aee aome intensification of anti-government 
activity. It it, therefore, too much to hope for an early 
cessation of the struggle or an early defeat of the extremist 
element. We began this article on a note of qualified 
optimism. But the many elements opposed to extremism 
have it in their power, if they would but seize their oppor- 
tunity, to turn the present situation to their advantage 
and to create an atmosphere of more positive confidence. 

India. 

January 15, 1932. 
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T he last issue of The Round Table left the 
chronicle of political events at the point where the 
National Government were about to meet a House of 
Commons nine-tenths of which were its supporters. The 
country was clearly on the threshold of a great effort. 
Would the leaders of the different parties be able to 
devise in collaboration an effective policy to bring it 
safely through, or would the clash of views end in dead- 
loclt and disintegration ? Would a House of Commons 
containing over 200 inexperienced members and a large 
contingent of unplaced ex-Ministers keep the ideal of 
national unity before it ? Four months’ experience is all 
too short to give a definite answer, but it is at least possible 
to say that the prophets of sterility and the prophets of 
an early dissolution of the National majority have hitherto 
been confounded. The characteristic feature of the new 
House of Commons is not the vocal unrest of certain 
elements, but the hard core of quiet determination that 
the experiment of a National Government shall not lightly 
be abandoned. 


I. Groups and Parties 

T here are, of course, ragged fringes, and the House of 
Commons is by no means devoid of an Opposition. 
But the doing- of the official Opposition (the Labour party) 
are to-day more important outside than inside the House. 
We left the unseated Ministers last December taking stock 
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riwir pontkm, and considering the future Une of action 
(rf tiaeir party. That process has continued. Some, Mr. 
SUlinwell for instance, like Mr. Cole, would not willing^ 
see the Labour party lose their class character, but Mr. 
LeeS'Smith, the ex-Ministcr of Education, has repeated 
his conviction that they “are not likely to be returned 
to power on a purely working-class vote,” and he again 
emphasised the need of “ a practical appeal to disinterested 
men of good will in all classes. . . Our work hitherto,” 
he said, “ has been the direct redistribution of wealth by 
what are called ‘ social services,’ and the increasing taxation 
of wealth. We have reached the limits to which Socialism 
can be carried in a capitalist society, and we have now to 
apply ourselves to problems of fundamental reconstruction 
and to work out the details of our Socialist doctrine’s 
adaptation to the changed conditions produced by this 
century’s industrial revolution.” The same note of 
uncompromising Socialism is found in other speeches, 
notably in those of Sir Stafford Cripps, who is generally 
regarded as one of the “ coming men ” of the Labour 
party, and who is among the very few of its leaders who 
have retained their scats in the House. “ Gradualism,’ 
he said in a recent address, “ is gone from our programme 
for ever.” As regards practical measures. Labour speakers 
obviously consider the control of the banking system the 
most important of their objectives, and the fiscal question 
h.is taken a second place. 'J’heir difficulties have, of course, 
been exceptional in the matter of leadership. Soon after 
they lost Mr. MacDonald, Mr. Henderson, his successor, 
fell ill, and .iftcr his recovery was obliged to occupy himself 
with the prcp.iratKms for the Disarmament Conference, 
of which he is President. Then came the death of 
Mr. William Graham, the former President of the Board 
of Trade, a heavy loss for the party. But in spite of 
these handicaps they have not been letting the grass 
grow under their feet. A campaign is being carried on 
throughout the country with the object of enlisting a 
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ailSon bnk •iilNc^>ers to the put^. Ramoitn of 
tnret tvkh the object of effectiog a reco&dliatkm betvvedi 
the Laboor party and Mr. MacDonald — it was suggested 
that he might return to his former position in the evrart 
of a breakdown of the National Govemment-^ve been 
met by the emphatic repudiation of Labour spokesmen. 

Inside the House the official Opposition is, of course, a 
mere handful, just the 50 odd Labour candidates who 
survived the election, and it counts for little. Mr. Maxton 
and his small group, still deprived of the official whip of 
the Labour party, have established themselves as a separate 
parliamentary entity. 

One of the questions of the moment is, of course, what 
is Mr. Lloyd George going to do 1 Hitherto he has been 
represented in the House by the family party of three, 
but he is now back from Ceylon with, it is said, all his old 
health and energy. In the course of an interview on 
January 8, the day of his return, he gave the world to under- 
stand that if the Government announced its policy when 
Parliament reassembled at the beginning of February, he 
would be in his place in the House. He has not, however, yet 
occupied it, and on February 3 the head of his staff sent a 
chilly refusal to the appeal of a leading Yorkshire Liberal 
for a fighting lead on the tariff issue. Mr. Lloyd George 
had, the reply stated, already given “ a very clear and un- 
compromising lead ” at the time of the general election. His 
warning, however, that “ the steps taken to ensure a majority 
of Conservatives in the House of Commons must inevitably 
result in the overthrow of the free trade system,” was neg- 
lected by every leading Liberal and almost every Liberal 
Association, and, if the election figures were a reliable 
guide, by the overwhelming body of Liberals throughout 
the country. Now that it was seen that Mr. Lloyd George 
was right, it was all very well to call for a lead, but it was 
too late. I'here was no evidence, except in a few personal 
instances, that the decision of the Liberal Ministers to 
retain their portfolios in a tariff administration had m^t 
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wHIi but apjmiTal from oxganited Libef4i«». 

Wlm a anbata&tial part of orgaoised Liberalism throu^iout 
tlie cotmtry showed that it was ready to listen to Mr. 
Lbyd George^ he would be “only too ready to play his part.” 
Itbrcallytot^Consenrativepartythatthe student in search 
of a parUsmenury Opposition during recent months must 
turn. Here, among the high protectionists, he will find 
some of the elements that started, though they did 
not consummate, the break-up of the Coalition in 1922. 
Their natural leader is Mr. Amery. So long as he and 
hU friends were pressing generally for tariffs of some sort, 
they had most of the House of Commons behind them. 
But now that the Government has produced a tariff policy, 
the virtue will perhaps be taken out of this movement, 
though the policy of the Government is not on all fours 
with the policy this section has favoured. The bulk of 
members, as Mr. Geoffrey Lloyd said in his maiden speech, 
clearly want tariffs of some kind, but tliey will take their 
pace from the Government. Incidentally, before we leave 
this subject attention should be drawn to an interesting 
feature of the new House. A large number of the Conserva- 
tive supporters of the National Government arc new to 
Parliament, and two things .ire noticeable about them. 
They show unusual assiduity in attending debates and 
an unusual independence in their .attitude towards the 
party machine. 


II. The New F'iscai. Scheme 

W Hl'.N the Government took office last October it 
found a situation in which everything was in a state 
of flux. With the pound no longer anchored, and dis- 
turbing factors on every side, time alone could show what 
was going to happen. The Government was like a ship 
sailing through uncharted seas, with rocks everywhere 
ahead and visibility low. It had to feel its way. The 
first step it took was a temporary one devised to restore 
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file balance of trade, which had been recent!^ monne 
againat na, bf ch e d ri n g imports. It imposed for the period 
of a ^ear duties ranging from 50 to 100 per cent. <Hi a 
nnml^ of dispensable articles and high specific duties on 
out-of-season market garden produce ; the range of impom 
ultimately covered by these duties probably amounted in 
value last year to betwreen ^^30, 000, 000 and ^^40, 000, 000. 

The favourable reception that these proposals met with 
in the House was largely due to Mr. Runciman, who 
defended with equal skill both inclusions in, and exclusions 
from, his list of dutiable articles. The fact, too, that these 
tariffs were proposed by a Liberal Minister supported by a 
unanimous Cabinet was a reassuring sign, and Mr. Runciman 
easily succeeded in defeating a sustained effort by the pro- 
tectionist group to impose forthwith duties upon imports 
of iron and steel. So the first chapter of our new fiscal 
history closed with no further change. These particular 
duties were accepted by the whole Cabinet. In the mean- 
time executive action in the field of immigration was more 
than keeping pace with legislative action in the field of 
imports. Under the Aliens Acts of 1914 and 1919, in consul- 
tation with the Ministry of Labour, the Home Office issued a 
number of orders banning the admission of certain foreign 
artistes — among others — into this country or terminating 
their permission to .stay here, and generally tightened up 
the conditions under which foreigners are allowed to enter. 
This manifestation of economic nationalism was widely 
criticised in the press. 

But it was no secret that something more was coming. 
Immediately after the departure from the gold standard, 
things, as the reader will remember, went remarkably 
well. People had been told of what happened in Germany 
in 1923, but there was no inflation here, and the pound 
before long found something like a level of its own, though 
no one coul i say whether it was a permanent one. Prices, 
moreover, did not go up in the way that had been predicted 
before the pound fell. Trade, too, began to pick up quite 
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1^(11% ; indeed, t]ie depredation of tiie pound was greeted 
by a section of the preM as one of the best things that could 
posnbfy have happened to ns. But there was a flaw in the 
amber. Other countries also went off the gold standard 
OT imposed ectra dnties to counteract the advantages that 
followed the depreciation of the pound. We were still, all 
things ctmsidered, doing better than might have been 
expected, but, with the initial and most encouraging effect 
of the fall of the pound last September fresh in their 
minds, people began to get impatient. One often heard 
the question ailtcd, is the National Government (which 
people had welcomed as a land of god in a car) going to do 
anything after all ? What that “ anything ” should be 
was not clearly defined, but the possible alternatives seemed 
to be three in number: (i) vo allow the pound to find its 
permanent level and form no fixed plan of action for the 
present, hoping that an improvement of the political 
hituation through a settlement of the reparation question 
and the success of the Disarmament Conference, combined 
with international effort in the field of currency and finance, 
would start a general economic upswing ; (2) to reduce 
co.st8 by adopting some such scheme as the Germans or the 
Australians had carried through by means of sacrifices all 
round, and (j) to impose tariffs or other measures of trade 
rcstrictujn. And there was little doubt in people’s minds 
ilut it Would be tariffs. 


During the Christmas recess the fiscal policy of the 
Government took shape under the hand of two sub-com- 
mmecs of the Cabinet dealing with the balance of trade 
and wuh agriculture. As it was revealed by the Chancellor 
of the Exchequer on Februarj- 4, this policy was to impose 
a general tariff of 10 per cent, on all articles, except those 
alTMdy dutiable and certain specially exempted goods, in- 
cluding wheat (which is to be dealt with by a quota scheme) 
meat and bacon, British-caught fish, and wool and raw 
cotton. (When the text of the BiU was published it was 
found that the free list included also tea~which was 
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memd for coiiBideraticm> along with other berengesi at 
bwj^ time— raw flax and hemp, hides and skina, new** 
paper* and hodbs, newsprint and wood-pnlp, mbba, iron 
ore and scrap, tin ores, phosphates of lime and a fow other 
commodities of less importance.) Besides these exceptkms, 
goods from the colonies were to be exempt permanently, 
and those from the Dominions temporarily, i.e., until some 
new arrangement should have been reached at the Ottawa 
Conference. It is further proposed to esublish an inde- 
pendent advisory committee “for the purpose of giring 
advice and assistance to the Treasury.” The whole field 
of imports, with the above-mentioned exceptions, will be 
open to review by the Committee, which may recommend 
selected additional duties — ^as high or low as they con- 
sider necessary — for enactment by Treasury order after 
the Treasury has consulted with the appropriate depart- 
ment. No initiative will, however, rest with the Treasury. 

Mr. Chamberlain prefaced his proposals with a review 
of the economic situation, beginning with the bright side. 
He referred to tlie improved revenue prospects — ^largely 
due to the patriotism of the taxpayer — to the fact that up 
to the present the cost of living has “ almost miraculously ” 
remained unaffected by the depreciation in the value of 
sterling, which itself has remained steady notwithstanding 
the repayment of its large foreign credit by the Bank of 
England without any loss of gold ; to the fact that 
other countries, also forced off the gold standard, are 
looking to sterling as the best measure of the value of 
currency during the period of suspension from the normal 
standard. Lastly, he recognised the “ definite but some- 
what partial and uncertain improvement in trade,” and 
what is, he added, perhaps best of all, the more hopeful 
feeling which undoubtedly exists to-day. In spite, how- 
ever, of these bright features, we have not, Mr. Chamber- 
lain pointed out, yet turned the corner, and he reminded 
the House of the deplorable condition of world trade as a 
result of the catastrophic fall of the gold prices of world 
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ooouBOditkt md of the effacti of thi* faS upon a gna^ 
larprtttitig coQStrjr like Great Britain. Other bad featniea 
to whidt he alloded were ** the citraordinaiy growth of trade 
mtrictiona,*’ auch ae surtaxes, quotas, exchange control 
systems, etc., the reparations and war debts deadlock, and 
lastly the new disturbance in the Far East. Unemploy- 
ment figures, too, he reminded us, still remain of colossal 
dimensions. TTie iron and steel trades were in a stagnant 
cmidition ; shipping and industry generally were in the 
depth of depression. The good effects of the depreciation 
of the pound were being whittled away, and there could be 
no confidence that sterling would be firmly established 
with a heavy adverse trade balance (which Mr. Chamberlain 
estimated at jfl 13,000,000, even allowing for invisible 
exports and interest on investments abroad^ and with the 
limits of taxation practically reached and the volume of 
exports lower by nearly 38 per cent, than in 1929. 

The objects of his policy as given by Mr. Chamberlain 
arc summarised by us below : — 

(1) To correct the balance of payments by diminishing imports 
and stimulating exports. 

(1) To fortify our finances by raising fresh revenue without 
unduly burdening any section of the community, 

(3) To effect an insurance against the possibility of a rise in 
the cost of living which would follow an unchecked depreciation of 
sterling. 

{4) To introduce a system of moderate protection scientifically 
adjusted tci the needs of industry and agriculture. 

(5) To enable our people under cover of this protection to adopt 
more efficient methods of production and distribution. 

(6) Togm tlic Government a level for the purpose of negotiation 

those which they now give us or may be disposed to give us. 

On these proposals it had proved impossible to secure 
unanimity in the Cabinet ; four Ministers, Lord Snowden, 
Sir Herbert Samuel, Sir Archibald Sinclair and Sir Donald 
Maclean, finding themselves unable to agree to them. It 
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mm, ksNeMMv «magcdrtkit the C«lwttet ahoiiU aot tiredk 
ttp» told the i^ientieBt hotter* were to be free psUk|f 
to opfNue the meaiore. 

III. The DitcuasioN in Pauiauent 

C riticism has come from more than one quarter. 

To take that of the free trade members of the ^binet 
first, they objected, above everything else, to the scheme 
on the ground of its permanence. This was Sir Herbert 
Samuel’s main point in the speech which he made in the 
House of Commons on February 4. The Government had, 
he said, been given a mandate to take any measure, tariffs 
or anything else, that could be shown to be the necessary 
and the right way of redressing the unfavourable balance of 
trade and helping the nation in the present emergency. 
But, in the policy put forward, the redress of the balance of 
trade was only one of several purposes. The Chancellor 
of the Exchequer indeed had stated the case for a permanent 
scientific system of protection, the culmination of his 
father’s tariff reform campaign of thirty years ago. 
Sir Herbert Samuel denied that there was anything in 
the present situation to justify such a measure. As for the 
adverse balance of trade, it was “ disadvantageous ” but not 
disastrous. It was only one of the causes of the deprecia- 
tion of the pound, not a vital one, and, even if it were 
necessary to set the balance right, a to per cent, tariff 
would keep out too few goods to achieve that purpose. 

I sumnurise therefore (said Sir Herbert Samuel) the objectioni 
which I submit to the Committee on the 10 per cent. aU-round 
tariff. It is not the right way to deal with questions of the balance 
of trade ; it will exclude an exceedingly small proportion of the 
goods which it taxes ; the balance of trade effect will be merely 
secondary and incidental, and the protective and taxing effect will 
be primary and predominant. Secondly, this is not a measure 
which is temporary dealing with the present emergency; it is 
intended to be, and it will be, of a lasting character. Thirdly, it 
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wiB tax to the extent of lo perfoent. a greater part of die auten^ 
of nunsfactnre and the food of the people. We have to eonddet 
whether that ii neceuarp and wiie. It if no lever to aecore the 
eSdcncp of indattriei, becanae the privilege of protection if to 
be accorded to all alike, arithoat conditiona. It is no weapon for 
bargaining with foreign coontriet, because it it to be the basif of 
commercial treatiet wth the Dominions, which will preclude such 
concession. 

Yon cannot (Sir Herbert Samuel had said) go to the Dominions 
in Julf and say, *' If you will give privileges to our produce we will 
give privileges to yours against foreign countries,” and then, when 
an arrangement of that kind ia signed and scaled to cover a period 
of years, afterwards go to the foreign countries and say, “ If you 
cease to penalise our goods, we will give you privileges under our 
10 per cent, tariff.” It cannot be done. It would 1 ^ contrary to 
the bargain entered into. 

It might be worth while, be said, tying ourselves up for 
real Empire free trade, but that, as everyone knows, could 
never be agreed to by the Dominions.* Nor, continued 
Sir Herbert Samuel, was it only a matter of a general tariff 
of to per cent. Higher duties, without limit as regards 
either amount or time, could be proposed by the advisory 
committee. It was supposed to impose restrictions and 
qualifications, but could that be done by it without dis- 
crimination ? Yet efficiency and prices were both essential 
matters. 

'llic independent advisory committee itself came in 
for criticism from more than one angle. Sir Herbert 
Samuel, for instance, pointed out that this committee 
would have to survey the whole field of British industry 
in order to make its proposals with regard to duties 
before the Abnormal Importations Act ceased to hav^ 
effect, i.c., in a few months, and he considered that this 
would be an impossible task. Mr. Amery, too, thought 
that the Chancellor was putting too much upon the 
committee, and he further considered that he was withdraw- 
ing too much from the responsibility of the Government. 
He did not indeed feel happy that the committee was being 

• An on Inperiri Preference wilJ be found on p 246 
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Re pointed oat ham ^^coriotuljr <duotk** die fnteik 
tariff 'eitoatlDa wu in tliis coontiy. The (fffeteoMi 
between eriting tariffs had nothing to do trith the 
stni c tnr e of industiy and had arisen pnrety at haphazard. 
Captain Macmillan would have developed the tariff 
committee into something more than a merel7 
jodicial body following the rather nnsatisfactory system 
of the safegnarding duties inquiries,” and more on the 
lines of a real development commission directing and 
planning the growth of our economic life. Mr. Amery 
welcomed the Government's measure, but he welcomed it 
as ” an initiative, an adumbration of a tariff ... a 
fledgling rather than a grown bird,” and he had some 
fundamental criticisms to make. The fault he found with 
the lo per cent, general tariff was the same as Sir Herbert 
Samuel’s — a case of extremes meeting. It was, he said, 
totally inadequate to perform its purpose. He was, how- 
ever, thinking more particularly of the protective object in 
Mr. Chamberlain’s seven points. The revenue point 
he brushed aside — you could get more, he said, by 
transferring industry to your own country. It would take 
some time, too, he felt, for the advisory committee to 
frame the new scale of duties, and meanwhile time 
would be given for more dumping and uncertainty. The 
essence of the matter was, in his opinion, time. Many 
industries were already at their last gasp. Moreover, 
foreign firms, now thinking of setting up industries here, 
would naturally wait till the committee’s recommendations 
were out. It would, he thought, have been infinitely 
simpler to have adopted his own plan — to impose a general 
emergency industrial tariff of two or three or four grades. 
It could then, he claimed, have been easily adjusted to 
whatever standard and appropriate rate of the highest 
duties on fully manufactured goods the Government decided 
upon.” And the committee could have been left to 
rectify mistakes. 
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Herbert Suand ostlined to die Hot»e sooie 
altematiTe constructive proposals that he had put before 
the Cabfoet. Briefly, he would have set up an industrial 
commission to which our industries could submit schemes of 
rarionalisaticMi and for raising capiuL If they needed 
protection during the process he would not against 
giving it “ whether by licences, quotas or in any other way,” 
subject, however, to conditions as regards prices and to the 
period being only for so many years, to the consumers having 
a say in the matter and to each scheme obtaining the 
sanction of Parliament. 

Mr. Runciman’s speech five days later was awaited with 
considerable interest. He had himself always been a free 
trader and he claimed to be one still. Some of the decisions, 
he said, inevitably went very much against the grain with 
him, but the pre-war days, and indeed the pre-crisis 
days, had gone. He approached the matter as a business 
man. Sir Herbert Samuel himself would have granted 
protection for certain purposes. In considering the Govern- 
ment’s proposals, Mr. Runciman claimed that he did so 
mainly as ” a director of slimming.” Imports had to be 
thinned down. He agreed with Sir Herbert Samuel that 
a 10 per cent, tariff would not redress the balance of trade. 
It would only contribute to that end. But, he added, 
” the additional duties will fill up the gap.” Sir Herbert 
Samuel had devoted the greater part of his speech to the 
10 per cent, tariff — Mr. Runciman indeed twitted him with 
the comparative mildness of his criticism of the additional 
duties— but Mr. Runciman himself also concentrated his 
arguments to a very large extent on the lo per cent, duties. 
The point with which he was especially concerned, by 
contrast with Sir Herbert Samuel, was revenue, though he 
referred to the “ gentle protection ” that would result from 
the duties, to their ” slimming ” effect and to their value 
for bargaining purposes. But the £^0 million which would 
be obtained from the 10 per cent, general tariff— and with- 
out increasing the cost of living at all— was essential 
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**T 1 k cooMSidatHm of die internal financial pondofl^ 
espedaSjr from a revenue point of Tiew^ and with specU 
ration to oar obli^tions and our capacity to cany throogh 
tranaactions abroad^*' was the paramount coniddnatimw 
** We cannot,*’ he said, ** a&rd to reach March 31 short of 
the fun revenue to meet the expenditure of the year.” 
In spite of some bright features in the situation, we were 
by no means through the crisis. Capital was still beii^ 
withdrawn from London. The exchange bonus we got 
from the gold basis countries must disappear in time, as 
the sterling area, which already included pretty nearly 
half of the world, extended, and as prices were readjusted. 
It was the budget of last August and September that kept 
up the reputation of sterling, that and our enterprise and 
the integrity of our financial houses. But the splendid 
effort of the taxpayers (many of whom had had to borrow 
the money at close on 7 per cent.) could not be relied on 
again, while the crisis in the Far East and the sudden new in- 
crease in unemployment* threatened to add to expenditure. 
The Bank of England had repaid its credits of £s^ million, 
but there still remained £So million more which the 
Government itself had to pay. We could not afford to 
neglect any source of revenue open to us. 

Let me make a very rapid summary, therefore (said Mr. Runciman), 
of the position in which we find ourselves. We are off gold. We are 
anchored to trade and confidence. We have only been able to 
achieve that anchorage by keeping our revenue right up to the 
level of our expenditure, or, if you like, keeping the expenditure down 
to the level of revenue. If confidence abroad slackens or is diminished, 
we shall find the effect of that upon our people here and our in- 
dustries grave indeed. Indeed, the position will become in- 
creasingly worse. As I understand statements made here and 
elsewhere, there is no member of the Cabinet who says “ Leave it 
alone and it will come all right.” No one says that. All that has 
been swept away — all patient complacency — from the public mind. 
Neither the public in this country nor elsewhere would regard this 

• The number of unemployed at January as was 2,592,650, an increaie 

of 218490 over the previous month. 
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conotrjr a* being in a mfe poihino if we were to aliow tbingi to 
<&ift. We cannot afford to do to. 

With half the world off gold, automatic adjustment of 
our payments and balances abroad could no longer be 
expected from the ordinary operation of the foreign 
exchanges and so forth. The Government could deal 
with the balance between exports and imports, but they 
could not do much to extend exports except by negotiation, 
and for that purpose they could, if necessary, reduce the 
10 per cent, to get a quid pro quo. Mr. Runciman saw no 
such tendency on the part of northern European countries 
as Sir Herbert Samuel had mentioned to reduce tariffs in 
recent months. As regards permanence, nothing in this 
life, he said, certainly nothing in our fiscal system, was per- 
manent, The advisory committee would have a definite 
mandate, namely, that it 

ihould have regard to the advisability in the national interest of 
revrl ir; -‘.i !•!;» the I’-i t- ! thr ir.trrr't* 

grrer.l.i : : *,:<■ r. ::.r 1': • c.; K . -i: , ii., i.ii 

as those trades and industries which are producers of goods. 

It remains to describe the Government’s policy with 
regard to agriculture, with which Sir Herbert Samuel is 
definitely in sympathy except as regards the tariff proposals. 
It was announced on February ii by Sir John Gilmour 
that agriculture and horticulture would be affected as well 
as industry by the lo per cent, general tariff and by the 
advisory committee’s power of raising duties. The wheat 
producer was to be assisted by a quota scheme intended 
to give him a guaranteed market and an enhanced price for 
grain of millablc quality. The question of imposing an 
additional duty on malting barley (or alternatively of adopt- 
ing a quota .scheme for it and the commodities at present 
covered by the horticultural duties Act of 1931) was being 
considered. 

As regards milk and milk products, the Government 
aimed at the improvement of marketing. A reorganisation 
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eomaMon wss to fonmilate tchemes, ond wookt aIbq 
go ioto die qstttkii of diseases in daily herds. A scheme 
for the orgsmsadoa of the bacon indostiy vras beiog 
fured and, if satishictoiy, the Goremment would be ready 
to regulate imports quantidvely. The same thing was 
proposed for the pouto growers and a special reorganisa- 
tion commission would be appointed, if desired by them, 
to prepare a scheme. Agricultural questions and research 
and land settlement were to be promoted as far as our 
means would permit. Attention would be paid to better 
grading and identification of home products. No changes 
were proposed in the system of regulating agricultural 
wages, but the attention of worlcers would be drawn to 
existing facilities for obtaining redress. 

Cabinet Solidarity 

But there remains another question, the constitutional 
one of Cabinet solidarity. The common belief has been 
that, if there is a split in the Cabinet over a point of first- 
class importance, the dissenting minority must resign, and 
the novel spectacle of the Home Secretary, Sir Herbert 
Samuel, in his normal place on the Government bench, 
standing up and using his considerable powers of argument 
in order to demolish the Government’s proposals excited 
considerable feeling. Votes of censure on the Government 
were moved in both Houses: in the Commons by Mr. 
Lansbury and in the Lords by Lord Banbury — another 
interesting example of extremes meeting. History and 
precedents were freely quoted. It was claimed that the 
doctrine of collective Cabinet responsibility was only a 
century old and that it really grew with the party system. 
Lord Hailsham quoted cases in which Cabinet Ministers 
had voted against the Cabinet, the latest being that of Sir 
Austen Chamberlain and Lord Carson, who both voted 
against the Government of which they were members on 
the question of women’s suffrage. Most of the critics were, 
however, more concerned with practical considerations 
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tiban with precedent. Qneea Anne is dead, hat the ftitiah 
conetttotion is a living ever-changing organism. That is its 
strength. The real question b what would be the con- 
sequences of this new departure i Extracts from a Liberal 
newspaper were read in the House of Commons welcoming 
the retention of the four free-trade Ministers, and pointing 
out that “ free traders were now bound to mobilise for the 
support of their principles.” Mr. Baldwin complained 
some time ago at Aberdeen that “ one of the difficulties of 
a coalition Government was that when you passed the ball 
you never found the other member of the team in the 
right place.” This was not, however, said Mr. Boothby, 
what the Unionist party objected to in Sir Herbert 
Samuel. He was exactly in his right place, but when the 
ball was passed to him “ he shot as hard as he possibly could 
at his own goal.” He ought, they felt, to change his jersey. 
But the main attack was on the Government itself for 
making the agreement to differ. Sir Herbert Samuel had 
made it clear that it was not the dissentient Ministers who 
had been unwilling to go — they had offered to resign — but 
that their colleagues, at the instance of the Prime Minister 
and the Lord President of the Council, proposed that the 
Cabinet should hold together. Lord Snowden, too, 
declared that the condition that he should have the right 
to express his own views in the country was not claimed 
by Sir Herbert Samuel himself but conferred on him 
by the Cabinet. In spite of the steam let off in the 
course of the debates, the result in both Houses was an 
overwhelming defeat of the vote of censure. In the 
Commons there were only 39 ayes against 438 noes, and. 
in the lyords 7 contents and 74 not-contents, and the 
Conservative critics, except Lord Banbury, voted with 
the majority in both Houses. The Government’s action 
was supported on various grounds. Some, as Lord Hailsham 
pointed out, acclaimed it as an advance forward towards 
a new principle in political government. Others welcomed 
it as a return to the good old times when everyone 
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M wdl «s otkers, could speak tkeir odnds. 
Loid &BO«vdeii*8 view was that ** all homss progress liai 
besen made bf ignoring precedents.** 

Tliere is Kttle doubt ^t the decision of the Cabinet to 
hold together has the support of the country generally. It 
elected the Government as a national, not as a party, Govern- 
ment, and it wishes it to go on with its task, which it has 
hardly begun. The Liberals, whatever the feeling of the 
younger men, are prepared to fall in with the decision of 
their dissentient Ministers, and Lord Grey has given it his 
blessing. 

There are indeed only two questions : first, is the new 
departure in the interests of the country and, second, will 
it work in this particular case in practice ? The first 
question has already been answered by Parliament. Its 
justification is the number of vital questions which remain 
to be dealt with, and on which the Cabinet is agreed, /.g., 
disarmament. Imperial and foreign relations, reparations 
and war debts, monetary policy, India, unemployment, 
and the trouble in the Far East. The second question will 
be answered by the event. 

It is possible, however, to consider the prospects. It is 
obvious that the fears of Conservative critics were not 
without foundation. Lord Snowden himself remarked 
that no one could tell how the new experiment would 
work. Free-trade opposition is clearly not going to remain 
content with one final protest. “ That,” said Lord 
Snowden, “ speaking for myself, and I should think for my 
dissenting colleagues, is a condition that we would not 
accept. It (free trade) will be an issue at the next 
election,” and the free trader cannot, he added, be expected 
to leave the field between now and then — it may be for years 
— open for the protectionists, though he agreed with Lord 
Banbury that they must defend their proposals outside and 
not inside the. Cabinet. On the other hand, the Cabinet 
itself obviously believes that the experiment will work. 
Otherwise they would never have unanimously agreed to it, 
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aadijord Snowden liiinsdfj in spite of his uncomproniii^ 
attkade, thought the arrangement worth trying, and h^ 
further told the Hoiise of Lords that it would, in his 
opinion, “ be justihed hy results,” He believed that 
we shall be able to co-operate and to continue to co- 
operate in carrying out tkw work for which the National 
Government was formed.” 

IV. The Industrial Position 

T he break-away from the gold standard encouraged a 
burst of industrial optimism, which the experience of 
four short months has sadly chastened. The advantages 
seemed so clear, the benefits so unmistakable. It appeared 
to be almost a matter of simple arithmetic that, if at a stroke 
wc could cut our selling prices in terms of gold, our export- 
ing position would be enormously strengthened. But even in 
the first weeks of the new era, prudence dictated that hope- 
fulness should be hedged round with the most gloomy 
reservations. Now, after five months, the reservations have 
overgrown and almost checked the hopes. There was up 
to Christmas an increase of employment in Great Britain at 
a time when most other countries saw their unemployment 
figures rising, but there has been no increase — rather a 
diminution — in the volume of w'orld trade, and in world 
purchasing power. 

In the last number an impression was given of the first 
reactions of the cheaper pound on British industry. It is 
much harder to assess their present force. ITie improve- 
ment in employment has been the most tangible sign, and 
the latest figures show that It was largely deceptive. Be- 
tween September 28 and December 21 the number of 
persons on the unemployment registers of Great Britain 
dropjKd by 315,800. From the end of October the 
registers began to be influenced by the disallowances 
of benefit under the Anomalies Act (which in the 
main affected married women) ; from towards the 
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«Ki of Novanber die dinSowascet of ttandtkmal bendLt 
mder tlte meaiM test Ix^ui to be felt. Of course, dlii> 
alkmaace of boiefit does not necessaril7 entail removal 
of the applicant’s name from the ttnempl<^inent raster, 
bat by December a i, on the Ministry of Labour’s estimate, 
90,000 of the apparent reduction in the number of on-* 
employed persons was accounted for by the withdrawal 
from the registers of these disallowed claimants to benefit. 
This made out the net redaction attributable to an increase 
of employment to be 225,000, a fairly substantial figure. 
But the seasonal falling off in employment after Christmas 
was rather heavier than usual, and the unemployment figures 
for January 25 showed an increase over the December total 
of 218,000. This was spread over most industries and 
parts of the country, and indicated a distinct setback. 

As, according to the Ministry, the administrative changes 
did not vitiate the occupational figures for December, some 
idea can be formed of the changes in the last three months 
of the year. The following figures illustrate how the earlier 
improvement in employment was most marked in textiles 
and coal, was less noticeable in the heavy manufacturing 
industries, and was absent altogether in shipbuilding and 
the shipping services. Building suffered a sharp seasonal 


increase. 
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The exfKMTt retnrni hive not reflected in erpanwm 
codUnentorate with thia increase in activity. In textiles, 
from which most might have been expected, the November 
and December results were particularly disappointing^ 
although January made a slightly better showing. 
But under the extraordinary conditions of the crius, Ae 
trade returns throw very little light on the real competitive 
ability of British industry as it has been changed by cur- 
rency depreciation. Every exporting industry has found 
its outlets increasingly blocked by steeper tariffs, import 
regulations and exchange restrictions. A disproportionate 
part of recent activity has probably been for the home 
market, but here again it is difficult to weigh up the 
respective influence on production of import duties and 
prospective tariffs, of higher gold prices of imports, of 
wholesalers’ anxiety to cover themselves against higher 
prices, and, on the other side, of forestalling by foreign 
manufacturers. The bullish atmosphere created by the 
steadiness of sterling and the political enthusiasm for the 
tariff may have assisted to keep up the home market, while, 
at the same time, it has served to obscure the extremely 
unpromising outlook for exports. 

Nothing better can be expected so long as all countries 
continue their desperate efforts to sell, and simul- 
taneously to prevent other countries from selling to them. 
The depreciation of sterling, and of the other currencies 
that followed it, provoked early retaliation in the shape 
of anti-dumping measures, notably in France, Canada, 
South Africa, Germany and Holland, intensifying the 
strangling network of restrictions on all dealings in foreign 
exchange, which has become almost universal. The British 
coal industry, for example, found its currency advantage 
largely neutralised by retaliatory measures like the French 
and German quotas for imports, the Italian surtax and 
landing-tax, and by counter-action like the strenuous 
efforts of the Polish owners — aided by fresh Government 
subsidies and low-er wages — to maintain their exports at all 
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onti. The eonca usdnitzy receiTed a dhodc Jepui 
alao left gold (in December), and althongb anti-Japasete 
leding ahonld pieierve the China market for Lancaahireii 
dbe military operationa there make the demand partially 
ineffective. It is of limited value to industries such as these 
to know that their home market is protected by 50 per cent, 
duties on the top of the exchange protection. Even the 
woollen and worsted industry which, as the figures quoted 
show, has the largest fall in unemployment, is largely 
dependent on exports, and cannot look to either a home 
monopoly or an extended Imperial trade as a sufficient 
substitute for its trade with foreign countries. 

It can hardly be said that the five months since Sep- 
tember 21 have worked any serious change in social 
standards. The cost of living advanced no more than 
might have been expected seasonally, and retail prices do 
not, as yet, show much tendency to rise. Last year saw 
the most considerable reductions in wage rates of any 
year since 1922, equivalent, on the Ministry of Labour’s 
reckonmg, to an average reduction of 2 per cent, over the 
whole field of industry, but few changes took place in the 
last three months of the year, and the movement appeared 
to have slackened. A second wave is now apparent. In 
January dockers’ wages were reduced by rod. a day (or 
7 per cent, for piece workers), the first change since 1924. 
This was an interesting settlement, because in the summer 
the dockers had stood out against any reductions, in the 
hope that, by taking a stand against deflation, they might 
reverse a process which to them seemed endless and dis- 
astrous. Depression proved, however, more potent than 
theory, and an agreement was negotiated whereby, at the 
price of a sacrifice of wages (which still left rates as high as in 
1923), they preserved the working conditions which the 
employers had menaced. The acceptance of the agreement 
by the great mass of the dockers — once so unruly and so 
easily inflamed — ^was a triumph of loyalty and discipline 
for the Transport and General Workers’ Union ; its 
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meoibat itood firm infUle tfie small Thames imioii of 
mtennen and lightennen carried on all through Jamuiy 
ai^ into Febniar7 a solitarf struggle against the new 
terms. The historian of Labour during the crisis will 
probably note the curious fact that the most actwe 
endeavours of Communist propagandists to influence the 
dockers utterly failed, and, indeed, provoked phpical 
resentment against their interference. The reductions in 
the wages of officers and men in the shipping service, 
negotiated in December and January, were also dicuted 
by the extremely serious depression in an industry which, 
although “ unsheltered,” had long maintained rates un- 
altered. 

In other industries dependent on export trade there 
have been few recent changes. The Yorkshire heavy 
woollen industry in January enforced the wage cuts 
adopted by other sections of the trade last summer. The 
movement among the “ sheltered ” home trades for re- 
ductions was seen in the proposals of the London Under- 
ground Group for a temporary cut in London transport 
wages, the agreement for a reduction of tramwaymen’s 
wages, and the action of local authorities in lowering the 
wages of some classes of their employees. 

The cotton industry again presents a spectacle of dis- 
turbed industrial relations. At the end of the year the 
Federation of Master Cotton Spinners’ Associations ended 
the 48-hour week agreement entered into in 1919, but 
without sub.stituting anything in its place. The intention 
of securing an agreement for an extension of the working 
week (a return to the prc-i9t9 figure of 554 hours was 
in contempl.ition) was frustrated by the unions’ refusal 
to negotiate and by the lack of support from the other 
sections of employers in the industry. The spinning 
section of the industry is therefore left without an agree- 
ment. So far, however, only a small isolated group of 
employers, who had broken the agreement while it was 
still in force, arc not observing the 48-hour week. The 
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kkddeat appeus to have no moral except to iUoatrate the 
tendaicf in the textile industries for collective bargataing 
to lose its old strength. This has already been the 
experience in the woollen and worsted indostiy, and it 
is being repeated in the cotton manufacturing districtSy 
where pressure of internal competition has led to manf 
breaches of wages and hours agreements, and where the 
unions’ reluctance to accept changed methods has led 
many employers to make their own bargains with their 
workpeople. The negotiations for a county agreement on 
the operation of the system by which a weaver worb 
more than four looms have pursued an uneasy course, but 
with better hopes of success than at any time in the last 
two years. 

The same weaknesses and lack of purpose have been 
displayed in Lancashire’s reception of the scheme put 
forward by the Joint Committee of Cotton Trade Organi- 
sations for the elimination of surplus plant. The proposal 
is that the industry should go to Parliament for powers 
to raise money for the purchase and immobilisation of 
surplus machinery. A levy would be imposed on existing 
machinery, the proceeds of which would provide service 
for the loan. A body of trustees, appointed by Parliament, 
would receive offers of plant which its owners would rather 
sell at a low price than keep in idleness or assessable to the 
levy. The existence of a redundancy of at least a fifth 
of the industry’s productive resources has been made 
abundantly clear. On the most optimistic estimate of the 
volume of trade that Lancashire can hope to recover in the 
post-war world, the existence of the surplus remains a fact. 
The Joint Committee’s argument is that all constructive 
attempts at reorganisation are kept back by the continuance 
of bitter internecine competition, and that before there 
can be any successful approach to the problems of amalga- 
mation, of improved distribution, of technical advance, 
there must be concentration of production in the more 
efficient plants. The assumption — which appears to be 
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£o% jnstificsd— is that m spite of the bitterness of the 
pndo^ed depression the normal economic forces hare not 
forced the weaker units oat of action quicklf enough and 
are not likely to do so. The industry is urg^ to attempt 
to shorten the inevitable process by a surgical operaticm. 
The obvious objections are that the cost of the scheme 
forms an addition to production costs (although, it appearst 
only a fractional one), and that, as there is no compulsion 
on owners to sell, the administrators of the scheme vrill 
not have full liberty to select and close down the most 
clearly redundant units. The latter defect is probably 
inherent in any scheme that comes from an industry nursed 
in such strong laissez fair£ traditions and comprising such a 
multiplicity of units. If the cotton or any other in- 
dustry is to place itself on the dissecting table of the 
scientific rationaliser it will hardly be of its own volition. 
As it is, the fate of the cotton scheme is in the balance ; 
it threatens to be defeated not on its merits but by the 
deadweight of hostility to any kind of united action. A 
large section of the disorganised industry still prefers to 
continue (to quote the phrase of the president of the 
Manchester Chamber of Commerce), as a “ mutual suicide 
society.” Still, the very emergence of such a scheme (as 
of the earlier one in the shipbuilding industry) does mark 
an advance in industrial opinion. How far it is likely to 
receive stimulus from the Government or Parliament is 
not clear. Sir Herbert Samuel’s proposals to the Cabinet 
pointed in the direction of State-sponsored reorganisation, 
and although the idea seems to have been temporarily 
submerged by the tariff, it may not be lost. 
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THE IRISH FREE STATE 


I. Thk General Election 

D ecember 6, 1931, w** the tenth anmirersaiy of the 
fateful night when the Anglo-Irish Treaty was signed 
at Downing Street. The executive which then took over 
the government of the newly created Irish Free State still 
remains in office. There have been, of course, numerous 
changes in its personnel. Collins and Griffith, the 
principal architects of the new Ireland, died before it was 
a year old — Collins shot in an obscure ambush by his own 
countrymen, Griffith dying, ten days afterwards, literally of 
a broken heart. In that tragic hour few believed that 
William T. Co8grave,the quiet, little, almost unknown man, 
so accidentally called to control the destinies of bis country, 
was likely to remain in power until his Government was 
the oldest in Europe. That he has done so is a tribute not 
only to his personal qualities of courage, shrewd political 
sense, and determination, but also to the colleagues who have 
given him loyal support, and the people who were wise 
enough to place and renew their trust in his wisdom and 
integrity. Moments there have been during those ten 
years when grave decisions had to be taken. Such crises 
arose when the northern boundary had to be finaUy settled, 
when Kevin O’Higgins, Mr. Cosgrave’s right-hand man, 
fell before the assassin’s bullet, when Mr. de Valera and his 
party entered the Dail, and quite recently when armed 
conspiracy once more threatened the stability of the State. 

The political fortunes of this country will, this year, 
again be thrown into the melting pot of a general election. 
The Government having seized the earliest opportunity 
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1» ulte the Terdict dt ^ electort, it has oovr been 
decided that poUing will take place on Febroajy id. Mr. 
Cktigrave conld, of conrte, ^ve remained in ofBce tSQ 
September, when hii Govcmmcnt’a term wonld expire, 
but the trorld devetapmentt in economic afEaira, which 
inrolve the relations of the Free State with oth» 
countries — and especially with Great Britain — make it 
imperative that the Government which handles these 
difficult and delicate questions should have a fresh and 
deciuve mandate from the people. Moreover, the 
Eucharistic Congress, which takes place in June, would 
have made it impossible to hold a general election during 
the summer months. The Cumann na nGaedheal, or 
Government party, is standing on its past record. It 
claims, with considerable truth, that by its policy of 
scientific tariffs, improved agricultural production, con- 
servative finance, and completing land purchase, it has 
placed the economic life of the country on a sound basis. 
On the political side it points to the Statute of West- 
minster as embodying the full fruits of its external 
policy, which has aimed at achieving the co-equal status 
of all the States in the British Commonwealth, and to the 
position of the Free State on the Council of the League 
of Nations as proving that we have once more taken our 
rightful place amongst the nations. At home it justly 
claims to have restored order and secured respect for the 
law. 'Fhc prospect of obtaining from the British 
Government a preference for Irish agricultural produce 
should undoubtedly secure many votes in the rural 
districts, where the farmer has a shrewd idea of the benefits 
that closer economic relations with England would entail. 
'Ilicre can also be little doubt that an agreement has been 
reached with the British Government about the right of 
appeal to the Privy Council, and that, already dead de 
jacto, this right will soon be formally repealed.* It 

• See Tst Roosd Tasli, No. 78, Mirch 1930, p. 365, ft ttj., tnd No. 84, 
Sqitember 1931, p. 859. 
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M(%taftiMttfeattot4mbt ap^ Caiia(SaB«QMtita#Baa^ 
{Meactke to the Fne Sti^ Inaimock u tint appeal biHr 
loof ceaaedi to be an em nominal prot^dcm lor 
laifnritjrwbomit it anpposed to safegoard^and rvbo ne in 
x» peril, it maj fnat aa well be formally and decently Imried 
and forgotten. Tlua then la tbe atrengtb of the Gorenif 
ntent’a poamon and prognnune. 

Bat there it another tide to the ttory. It cannot be 
denied by any competent obaerver that t^ Government it 
anpopular for many reatont. In the first place it hat 
administered the law and enforced tozation with atem 
impartiality. It has abolished the old system, deeply 
rooted in Irish life and tradition, of maldng influence 
rather than merit the deciding factor in public appoint- 
ments. In this connection it is interesting to note that 
Miss Dunbar Harrison — the young lady whose appoint- 
ment as librarian in County Mayo* created such a dishonest 
furore — has now been promoted to the position of librarian 
in a Dublin government office, a solution which is fair to 
the lady, soothing to the Mayo bigots and good for the 
Government. The Government is also unpopular amongst 
a large and soft-headed section of the community who are 
always prepared to condemn any strong action, such as the 
setting up of the Military Tribunal, as tyrannical. It has 
spent considerable suras of money on public works like the 
Shannon power scheme, the value of which is not at the 
moment self-evident, and it has refused to yield to the 
interested clamour of certain industrial interests for 
“ whole-hog ” measures of protection. It is quite true that 
any new Government, if it desired to survive, would have 
to adopt similar methods, but this is a simple truth which 
the average Irish elector has yet to learn. It is indeed one 
of the strongest arguments for a change of Government, 
were a really strong and competent alternative Government 

* See Thi Roumd Table, No. 8z, March 1931, p. 403, stg., and No. 84, 
S^teiidME 1931 p. 857. 
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tfiSiUe. &tth voters 4onotf^towncr,qiifel|f>«min^ 
Aaitg e theif allegianct, 4”^ it is veiy difficult to 9 $j^ hoir 
far the feelings above referred to will find expreswn in the 
bs^t box. There has undoubtedly been during teoent 
months a marked consolidation of moderate constitutional 
opinion, as is proved by the fact that Captain Wiliam A. 
Redmond, T.D., has now joined forces with the Govcth- 
ment party. At a big meeting in Waterford, Captain 
Redmond’s constituency, on November 15, the recon- 
ciliation was sealed by his appearance on the same platform 
with Mr. Cosgrave, who paid a warm tribute to the services 
rendered to the cause of Irebnd by the old Irish party, 
and said that the freedom we now enjoy would not have 
been possible but for the efforts of its leaders. Capuin 
Redmond, on his side, said that he was there to give prac- 
tical effect, both in spirit and letter, to the response that he 
made to Mr, Cosgrave’s appeal for co-operation. It was 
idle to deny that there had been differences between them 
in the past, both of method and of policy, but he could, 
as an Irishman, claim that they had at any rate one common 
object, and that was the welfare of their country. This 
new political alliance is both natural and sincere, but it may 
be doubted whether its advantage to the Grovemment 
party will be very great. Captain Redmond’s many 
friends will undoubtedly rejoice that John Redmond’s son 
has at last taken his proper place with the moderate and 
constructive element in Irish politics, but most of them 
had already preceded him in that direction, and, like the 
Duke of Plaza Toro, it is to be feared that he is now leading 
his army from behind. However, his adhesion to Mr. 
Cosgrave’s party will undoubtedly bring it support, par- 
ticularly in Wexford and Waterford, where his father’s name 
is justly revered, and many supporters of the old Irish 
party throughout the country, who have been inclined 
to sulk in their tents since the Treaty, may now exercise 
their votes as he suggests. As Captain Redmond has in 
the past acted as one of the chief spokesmen and supporters 
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amt. Itt tUt coonectioii it it mteieating to note flat die 
Govenunent luive tpptientif dropped the bitozictttog: 
Liqaor Kll* they introduced in the early put of last year» 
and that Mr. Cotgrare, replying to a deputation from the 
trade at Waterford, indicated that if a private Bifl urns 
introduced embodying their demands it would receive 
consideration. The Government can, of course, also count 
upon the support of the Independent group, which to a 
great extent represents the Protesunt and ex-Unionist 
elements, and also upon what remains of the former 
Farmers’ party, which has been virtually absorbed by the 
Government since 1927. The Independents are certain 
to come back almost intact, as they represent a vote which 
is not likely to alter, and will probably be augmented by 
many voters who do not care to leave the Government in 
uncontrolled command of the political scene, but who 
nevertheless shrink from supporting Mr. de Valera. It is 
not improbable that a national panel will be formed of all 
candidates who generally vote in support of the Gorern^ 
ment on critical issues, and this would include men like 
Mr. Anthony and Mr. Morrissey, the two Independent 
Labour deputies whose support was recently given to the 
Government during the debates on the institution 
(Amendment) Act. 

The policy of the Fianna Fail party at the election was 
clearly laid down by Mr. de Valera in his address to the 
sixth annual Ard Fheis, or Congress, of the party on 
October 27. If Fianna Fail secures a majority its first act 
will be to remove the oath of allegiance from the constitu- 
tion. After this has been done a fresh general election 
will be held within a year or two, so as to give the extreme 
republicans, who now refuse to recognise the authority of 
the present executive government as constituted by the 
Treaty and constitution, an opportunity to secure repre- 
* See Taa Rooiid Tabli, No. 83, Jnae 1931, p, 619, rt uf. 
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Mutation. Tniit owr aHeii^ Ttoidd at a» a ooOOtiUiMII 
aMembfy ddibrntdiy char^ with the tevition c i tha 
oo&ttttntioii, to as to bring it, as fat as possible, into acoend 
with the national ideals. To avoid legal difikokies, Ae 
office of Governor-General might have to be retained in die 
inirial period of talring over, bnt the ultimate aim wonld be 
to asaiinilate the office to that of President of the Repnbffic. 
Mr.de Valera, no doubt stirred by old memories, has probaHy 
envisaged himself as the occupant of this position. The 
whole question of a second chamber, or, if such were thought 
desirable, of its composition and size, wonld be referred to 
the Constituent Assembly. It is noticeable that since Mr. 
de Valera’s supporters have, by the process of proportional 
representation, begun to permeate the Senate his previous 
demand for the complete abolition of that body has been 
watered down. His most interesting admission was that he 
uw no immediate solution of the partition problem, that 
force was out of the question, and, were it feasible, not desir- 
able, and that the only hope he could see for the reunion of 
our people was good government in the Free State and the 
establishment of such social and economic conditions as 
would attract the majority in Northern Ireland to throw 
in their lot with us. This is, of course, the attitude of the 
present Government. In regard to our relations with Great 
Britain, he defined the attitude of Fianna Fail as one of non- 
co-operation so long as Britain persisted in any attempt 
to force the terms of the imposed Treaty upon us. As 
regards economic problems, their aim was to make Ireland 
as far as possible self-sufficing. Home producers were to 
be given security in the home market, and every branch of 
agriculture would be protected ; wheat growers would be 
given a guaranteed market at a fixed price based on the cost 
of production for all the sound milled wheat that they 
produced, the importation of such foreign wheat as was 
needed would be placed in the hands of a Wheat Control 
Board, and the impoitation of flour — except the relatively 
small quantity required for biscuit making— wonld be 
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iadtuttial itewlopiBe at they ptopote to bire the aid of an 
adviaofy eouda aidioae fniKtion it would be to exxauiie 
and repoit to the Govemmeot on the pmsibifiifet aisd 
mechoda of {womoting eziattag industries and establhhiiig 
new ones. Care would be takor to ensure that fairwoddug 
conditions were maintained in all the protected industries 
and that tlmre was no proftteering at the expense of the 
community. A national housing board would be established 
noth power to enter into contracts for building, to control 
the trade in building materials, and if necessary to engage 
directly in their production and importation, and in the 
erection of houses. They also propose to proceed with a 
systematic division of the larger agricultural holdings. 

During the subsequent proceedings Mr. de Valera stated 
emphatically that there was no body in this country with 
the right to take human life, and, although he did not except 
the properly constituted government of the country, we 
must presume that this was implied. Such an admission 
would have been more valuable if it had been made many 
years ago. Even this statement was made extempore, and 
by no means coincides with the atttitude taken up by Mr. 
de Valera’s new paper, the Irish Press, or with the views 
of many of his own followers. It is obvious that on this; as 
on many other questions, his party speaks with two voices, 
and if it does not win the election — or even if it does — 
these divisions are likely to be accentuated. His promise 
to retain the land annuities in the Free State Exchequer 
and to apply their proceeds to a scheme of complete 
de-rating, to reducing uneconomic annuities, and to in- 
dustrial development, still remains a prominent feature of 
his programme, and will no doubt secure him votes in the 
rural districts, although it would, of course, be more attrac- 
tive if it involved, as his wild men originally stated, the 
non-payment of annuities to anyone.* 

• See The Rouho Table, No. 74, March 1929, p. 379, tt ttq., and No. 80, 
September 1930, p. 820. 
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It it notoriont tltat the l^axma Fail war cheat it sot Ir 
a heahfajr omditioii, ttd ^nring the proceedingt at the 
CoQgreu Mr. Lematt, T.b., definitdy tuted that the tath 
of raising an adequate election fund had still to be faced, 
that cach owistitucncy would have to be 
self-supporting to a very large extent. 

The Labour party is in somewhat similar plight, and if 
it succeeds in returning the same number of members as at 
present it will be fortunate. Its strength lies chiefly in the 
urban districts, and its policy of modified State sociahsm 
makes little real appeal to the working class. It may, how- 
ever, occupy a very important position after the election, 
because it is not improbable t^t it will hold the balance 
of power between Fianna Fail and the various parties 
aligned behind the present Government. Its decision in 
that event would undoubtedly be influenced by the class 
of Labour member elected. The present leader of the 
party, Mr. O’Connell, T.D., is a national school teacher of 
moderate views who would hardly be happy in the same 
boat as Mr. de Valera’s followers unless he could definitely 
decide the course it was to take. His dilemma is indeed 
that of all reasonable and intelligent voters because, as 
Mr. Desmond Fitzgerald, the Minister for Defence, has 
recently pointed out, the Irish people have a perfect right 
to clunge the existing constitution in any way they like, 
and could even remove the oath clause in the Treaty 
by denouncing the Treaty, but in that event the British 
would have the right to assert any powers they had before 
the Treaty, and a nation which broke a treaty could not 
expect the goodwill or moral support of the world. More- 
over , the man in the street is perfectly well aware that if 
Mr. de Valera obtains a majority in the Dail, his Govern- 
ment will not be in power for two months before the 
hedgerow heroes — ^who have diplomatically disappeared 
since the Military Tribunal was set up — assert their autho- 
rity by their usual methods of the threat and the gun, and 
Mr. de Valera, as he has always done, will toe the line and 
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db « 4 Mt lie i» tald^ indeed he » not iin<memaaiovMi|r 
Bdbed ogt e nd people of hii Keren8k7<like tempet»in«it 
mn«% ace. The r<^ intentioiiia of the Irish Repnbfiiaui 
Armf are deariy indicated in a document recentty capttarod 
and published by the Government, which counsels a sua^ 
pension of drilling and violence pending the general 
ekcrion, and calls on its members to wait and to feel 
confident. It is obvious that the present policy of the 
extreme element is to lull the moderate voters into a sense 
of false security, so that they will vote for the Fianna Fail 
party, and to renew their own activities if and when Mr. 
de Valera is returned to power. This policy is also dictated 
by the fact that the Military Tribunal set up under the 
Constitution (Amendment) Act* has begun to function and 
is discharging its task with justice and expedition. Its 
sentences have been reasonable, and its general conduct 
inspired by the simple rule that the innocent shall not be 
convicted and the guilty shall not escape ; in fact it has 
administered the law without fear or favour, and, as Captain 
Redmond cogently pointed out in the Dail, people who 
claim to be soldiers cannot object to being tried by soldiers. 
In several cases those brought up for trial have confessed 
the error of their ways and have been released on their own 
undertaking not to take part again in illegal organisations. 
The only severe sentences so far inflicted were those of five 
and three years imprisonment on the brothers Gilmore, 
two typical young fanatics, who were convicted of assisting 
in the foundation of an illegal military force and of being 
in possession of arms and ammunition — namely, the large 
cave dump of military stores found near their house at 
Kilakee in the Dublin mountains. The attitude of Sinn 
Fein, Miss Mary MacSwiney’s organisation — ^which is now 
as dead as a door nail and merely playing at politics — 
towards the election is quite simple as it will neither nomi- 
nate candidates nor permit any of its faithful few to vote. 
As it is still naive enough to believe in the existence and 
*S«e Ta> Round Tabu, No. 85, December 1931, p. 142. 



Hic Iiiih ^rcc Static 

the it jmrt rights of the Seomd DaU (which ceased to 
hi 19*1) it is futorallf diffiaik for anyone to take it 
serionriy. No one has yet explained what will become 
the true republican government when the last member of 
the Second Dail joins the great majority. The strength 
of the parties at the dissolution was as follows : — 


Givtrnment Bloc 


Oppoiition Bloc 


Comann na nGacdhcal . 

6S 

Fianna Fail . . 

S6 

Indepcndenti 


Labour 

10 

Farmeri 

6 

Independent Republican . 

I 

Independent Labour 

2 



National League 

t 



Total . . 

■ 8s 


(^7 


During the recent session of the Dail the Government 
were forced to introduce a supplementary budget, owing 
to an estimated deficit in tax revenue of ^([900, 000. The 
greater part of this sum is caused by a fall in the revenue 
from the duties on liquor, which is partly due to a decline 
in consumption and partly to trade factors. To meet this 
deficit, income tax has been increased by 6d., which still 
leaves our standard rate is. 6d. in the pound below the 
rate in Great Britain, and the tax on petrol has been 
increased by 4d., bringing it up to the British rate. New 
tariffs have also been imposed of 20 per cent, on harness 
leather, 2s. 6d. per hundredweight on oats, and ds. per 
hundredweigirt on oatmeal. The change in the tariff 
policy of Great Britain has necessitated the passage of an 
Act giving the Government power to impose customs 
duties to prevent dumping without going through the 
ordinary legislative procedure, as it is anticipated that 
foreign manufacturers who have prepared goods for the 
English market on which an English tariff has been 
imposed, are likely to divert them here. A heavy tariff 
on foreign bacon, ranging from 50s. per hundredweight 
on bacon not exceeding 308. per hundredweight in price to 
51. per hundredweight on bacon not exceeding 75 s. per 



4«ttdr(dbvi(»gfat iik fac^ bas «b«ady becb kb^oted mdm^ 
tbe Act» bet it doei not appty to bacon imported {rom ^ 
Brittth Commonwealth. This tariff wa s rather unexpected^ 
as the whole question of a tariff on bacon has been receh^ 
refe r re d to the Tariff Commission. Mr. Hogan, the* 
Minister for Agriculture, who is notoriously opposed to 
tariffs, stated recently in the Dail that we were forced 
to impose high tariffs in order to save ourselves from the 
bankrupt sales of countries who have been brought to 
bankruptcy by high tariffs, and that the only permanent 
hope for the world is less protection and more free trade. 
He pointed out that if all imports of agricultural produce 
were now stopped or prohibited we should still have an 
export surplus of close on thirty million pounds’ worth of 
agricultural produce which our home market cannot 
absorb. 

The triennial election to the Senate, which took place 
in December, proves that this institution has now become 
little more than a political waste paper basket in which 
each party is gently depositing its hangers-on. Not more 
than eight of the twenty-three newly elected Senators 
could by any stretch of the imagination be considered as 
coming within the qualification for membership of the 
Senate prescribed by the constitution, namely, persons 
“ who have done honour to the nation by reason of useful 
public service or who because of special qualifications or 
attainments represent important aspects of the nation’s 
life.” Party political service is now apparently the sole 
qualification for election, and the Senate is little more 
than a second-hand edition of the -Dail. This result is 
greatly to be regretted, but it was really inevitable when 
the arrangement by which the Senate is elected, by the 
Dail and Senate voting together by proportional representa- 
tion, came into force. The recent election was also remark- 
able, because one Senator of the Government party can- 
vassed not wisely but too well for a friend, and so upset 
the nice adjustments of the party machine that a prominent 
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GovenuaeDt candidate, win ia alio a sondiem neirip^er 
pEcqnietor, waa not elected. TTie zealous canTtsaei^ 
aviso if in &ct the L«rd Mayor of Dublin— subsequently 
made the amende honorable by resigning his own seat in 
forour of the defeated journalist, who was thereupon 
elected without a contest. 


II. The Shah non Muddle and Other Matters 

T he public mind is quite properly agitated over the 
recent revelations concerning the management, or 
rather mismanagement, of the Shannon hydro-electric 
scheme. The amount of money expended on the scheme 
to date is jC 8,509,5I5, of which ;^5,74S,I30 was for develop- 
ment work, and ;j^2, 764,385 for the work of the Electricity 
Supply Board. The original intention was that the money 
so advanced should be repaid out of revenue and that 
profits should be applied in reduction of the cost to the 
consumer. The Board as originally constituted consisted 
of a chairman, a managing director, and three part-time 
members representing commercial interests. Last summer 
the managing director, Dr. T. A. MacLaughlin, who first 
suggested the scheme, had to resign his position because 
of differences with the Government on major matters of 
policy.* One of these matters was the question of the 
price charged for current. It soon became public that 
the financial affairs of the Board were in a state of first- 
class muddle and that a firm of auditors had been called 
in to overhaul and prepare the accounts, which had not 
been submitted to the Dail as required by Statute. During 
November the Board announced an increase in the price 
of current, varying in accordance with certain conditions 
from 124 per cent, to 25 per cent. The reason given 
for this change is that the prices previously fixed were too 
low to be economic. This drastic alteration has naturally 
• See Thi Round Tabu, No. 84, September 1931, p. 865. 
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led ;ttf 'mjr strong {mb&c critidns. ■ 
incfeate mt aaaonaoed, dhe tniuaal repom «iid iccodott 
ei tbe Board lor the ytUtt 1929-30, tad the coanaaitt of 
the auditor* ihofton, have been published and have 
increased the public uneasiness concerning the whcdt 
matter. It is clear that the 8)r8tem of accountancy adopted 
by the Board at the commencement of its activities was 
most unsatisfactory, and though there is no suggestion of 
dishonesty, there is overwhelming evidence of inefficient 
control. Some of the accounts seem to have been in a 
hopeless condition ; dockets and vouchers were inaccurate 
and often lost or mislaid. It must, of course, be said that 
during this period the Board was engaged in intense 
activities. Dublin, Limerick, and 98 other towns were 
linked to the system during the year ; the electricity 
undertakings of 15 local authorities and 16 private concerns 
were acquired and the Dublin tramway load was secured. 
The number of consumers was increased by over 50 per cent. 
The deficit for the year amounted to ;^38,I99. The 
figures, as such, throw virtually no light on the economics 
of the scheme. They have no bearing on the all-important 
question of the price charged to the consumer, and are 
valuable only in so far as they provide partial information 
with regard to the scheme’s financial development. The 
vital year will be the present one, when the whole concern 
will approach normal running conditions, and it is to be 
hoped that the accounts for the period will be forthcoming 
without undue delay. The commercial members of the 
Board, one of whom is a trained accountant, cannot 
escape their share of blame for the muddle, and it is 
remarkable that they have retained their seats on the Board 
in spite of the declaration of Mr. McGilligan, the Minister 
for Industry and Commerce, that he was prepared to accept 
their resignations. The Board has now at last engaged 
the services of an experienced accountant from the 
electrical industry, who will no doubt prevent a recurrence 
of the confusion and let us know clearly how matters 
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ittnd. Meanwhile, the fmbHc i* naturaU7 begianiBg 
to ad whether the whole Shannon scheme is not ,a 
white ekphant. Last snnuner the Dublin steam powte 
station had to be operated in order to supplement the 
atailable water power, and, as the load increases, it is 
obvious that both the Cork and Dublin power statioas 
will have to be used, because it is extremel7 doubtful if 
the Shannon water power can be developed any further 
on an economic basis. It was urged that the Shannon 
scheme would materially reduce the imports of coal into 
the Free State. Ireland normally imports 4,500,000 tons 
of coal per annum, but steam stations giving the full 
output of the Shannon scheme would require less than 
100,000 tons per annum, or only 24 per cent, of the total 
imports. In fact the actual saving is nil, because the 
imports of coal have increased since the Shannon scheme 


started, and will probably continue to do so. It is appar- 
ently a fact that at the present prices of fuel, freights, 
and electrical machinery, an alternative scheme on a steam 
station basis could be provided, feeding a network over 
the whole of the Free State with current in a far cheaper 
and more reliable manner than the Shannon scheme can 
do at the prices now being charged for current. The 
country as a whole is paying more for its electricity than 
u would have paid if there had never been a Shannon 
scheme ; it is paving very considerably more than it would 
have paid if even a small part of the money spent on 
Shannon hydro power development had been spent on an 
alternative system of supply. It is to be hoped that this 
situaiicn will not be permanent. If it is, this generation, 
will gam no advantage from the capital expended on the 

und' mk"„ “■ 


A more satisfactory 
result from the Drumm 


electrical development is likely to 
battery train,* which had an official 


* See The Rownd Tai 
December 1930, p. 160 ; 
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1 ^ ^SImiiiiio^ mtA ^ '"^ 

|)li«|inri^lft d«^^ oa whkk oocmImi Mr. OMfnw. 
Mid » diidiignijiheA p«rtf , flKdwtiag BcnnnJ oti^ 
ed the Govenuneat, travelled £rom Weatland Row to Bny 
«Bid back. The fifteenhmile journey was made in 24 minntie^ 
and a speed oi 45 miles an hour was reached. Adjusti&«it!i 
ci the motor can raise the speed to 60 miles an hour. The 
train consists of two coaches for suburban traffic, and the 
charging apparatus at the two termini is so arranged that* 
as soon as the train stops, charging automatically begins and 
automatically ceases when a sufficient charge has been 
delivered. The company which controls the patents 
claims to be satisfied on the question of the battery’s life, 
lightness, space, cost and durability under service con- 
ditions. If it survives the present tests under ordinary 
conditions of train service, then our railways will be able to 
avail themselves of electrification without having to incur 
the heavy initial expenditure which the installation of an 
overhead cable or a third rail equipment would necessitate. 
Apart from other advantages, this would mean an appre- 
ciable reduction in operating expenses, particularly on 
branch lines where the competition with road transport is 
most felt. 

The Government have now introduced their two long- 
promised Bills to deal with the whole transport problem.* 
The Road Transport Bill gives the Minister for Commerce 
control over road transport. It provides that every pas- 
senger vehicle must be licensed by the Minister for Industry 
and Commerce and must work under the Ministry’s con- 
ditions. Inefficient services may be terminated and 
licences refused to new applicant.8. Furthermore, an 
attempt to produce order out of the present chaos will be 
made by the establishment of traffic zones. The Railways 
BUI will allow the Great Southern Railway Company, with 
the Minister’s sanction, to modify or suspend services on 
small or unprofitable lines, to extend its own road services 
without the present restrictions and costs, and to make 
• See The Round Table, No. 83, June 1931, p. 631. 
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noridag ammgMMOtt witiK^ other road serricei. IftOift 
ptorinoar will enable ^ to meet it« comjpetitt^ 

oa woietlung like level terms. The operatios <rf the two 
Bills ought to secure for the public an improved and mme 
economic sj^item of road transport without anf increase di 
costs. The solution of the transport problem, difficult 
elsewhere, is in the Free State complicated by many special 
features. Physical and economic conditions are * alike 
unfavourable to the proper development of transport 
facilities unless tremendous care is exercised to prevent the 
unnecessary duplication which has been proceeding un- 
checked for the last ten years. The small size of the 
country and its deeply-indented coast line provide no scope 
for the long haul which is the most remunerative form of 
railroad transport, and the fact that the country is pre- 
dominantly agricultural and pastoral, and sparsely popu- 
lated, with its chief centres of population on the coast, 
where its principal industries are also situated, deprives the 
railroads of heavy traffic. It is not therefore surprising to 
find that the ’bus passenger traffic in 1929 exceeded that on 
the Great Southern Railway. The dividends of that com- 
pany have now almost reached the vanishing point. Last 
year its net income dropped to ^825,058, the dividend of 
one per cent, on the ordinary stock was not earned, and in 
the present year the directors have postponed consideration 
of the payment of a preference dividend until the final 
accounts are available. It is obvious that when the new 
Bill becomes law many of the smaller lines will be closed. 
But more than this is necessary. The problem of wages, still 
paid on an extravagant scale, will have to be tackled, and the. 
whole method of a system accustomed to years of monopoly 
drastically altered to suit public needs and convenience. 

Another important problem-probably the most impor- 
unt problem of all— is that of the Housing BiU which the 
Government introduced in November.* Its gravity is 


M* o 77. December 

Wo. 85, December 1951, p. 151. 


» 9 * 9 . P- 136, 


sej., and 
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iitie liliiildie aad O^ber Matters 

^oved hjr Iict that there are in Dhllb ahne 

^,000 atn^ room tenements, that 3,^70 of those roonu 
house four persons, and 1,070 of them seven persons. It 
is calcnlated that it will take ten 7eara and cost ^£7,000,000 
to remedy this situation. The new Bill is designed mainly 
to provide for the clearance of these insanitary areas. It 
does not cut o£E assistance for the re-housing of the ordinary 
better-paid working classes but its object is to produce conr 
dhions in which they will not have to rely solely on local 
authorities or on subsidies for the provision of houses. 
When introducing the Bill, Mr. Richard Mulcahy, the 
Minister for Local Government, pointed out that since 
1922 the Government had provided for the building of 
24,566 houses, that State grants amounting to £2,550,000 
have been made available, j^6,ooo,ooo approximately has 
been provided by private enterprise, and £2,500,000 by 
local authorities, making a total of approximately 
1,000,000. The efforts of the Local Government 
Department had also reduced the cost of building from 
15 s. per square foot in 1922 to 9s. 4d. per square foot in 
1930. Apart from the provision of houses, the Bill will 
give local authorities power to make a complete clearance of 
unhealthy or dangerous buildings, to improve areas in which 
total demolition is not warranted, and to acquire dereUct 
sites. It has recently been suggested that the proceeds of 
the sweepstakes might well now be diverted from the 
hospitals to the assistance of housing finance. Such a step 
has much to recommend it, for the hospitals are now 
beginning to suffer from an embarrassment of riches, and 
if the slums were eliminated we should be striking at the 
roots of our physical and moral ills, and proving once more 
that prevention is better than cure. 

The Irish Free State. 

^J^February 1932. 
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CANADA : THE RAILWAY 
PROBLEM 


I. The Royal Commission 

T he recent appointment of a Royal Commission to 
investigate and report on the railway situation in 
Canada has brought to the fore the whole question of the 
financial and operating condition of the two great systems 
and the several minor ones. Accumulated difficulties 
have been accentuated by the existing economic depression. 
More than once in the not distant past the peculiar problems 
of the Canadian railways have demanded careful examina- 
tion. Some radical changes were made; some lessons 
were apparently learnt. But still there are fundamental 
problems remaining to be solved, while some of the lessons 
taught by the pressure of heavy losses were later forgotten 
in the days of prosperity. 

The Commission was appointed by an Ordcr-in-Council 
of November 20, 1931, on the advice of the Select Standing 
Committee on Railways and Canals of the House of Com- 
mons, which in turn followed a suggestion made by Sir 
Henry Thornton, president of the Canadian National 
Railways, in his evidence before that Committee. 

There are seven members of the Commission, of whom 
five arc drawn from different parts of Canada, representing 
both expert and non-expert opinion, and two are outside 
advisers. The members are the Rt. Honble. L. P. Duff, 
Judge of the Supreme Court of Canada (chairman) ; Lord 
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Ashfidid, chairman of the London Underground Railwi^ ; 
Mr. L. F. Loree, president of the Delaware and Hnd^ 
Railway; Sir Joseph Flavelle, of Toronto, the distinguished 
finanrigr and chairman of the new board of directors of 
the Grand Trunk Railway that was appointed in 193I ; 
Mr, Beaudry Leman, general manager of the Banque 
Canadienne Nationale and a former president of the 
Canadian Bankers’ Association ; Dr. Walter Murray, 
president of the University of Saskatchewan ; and Dr. 
Clarence Webster, one of the leading public men of 
New Brunswick. 

The terms of reference give ample latitude to the Com- 
mission and indicate that, although their primary concern 
is with railways, the Commissioners must bear in mind the 
close relation between rail and other forms of transportation. 
The terms read as follows ; — 

That the Commissioners inquire into the whole problem of 
transportation in Canada, particularly in relation to railways, ship- 
ping and communication facilities therein, having regard to present 
conditions and the probable future development of the country, and 
report their conclusions and make such recommendations as they 
think proper. 

At the first meeting of the Commission, held on Decem- 
ber 4, 1931, in Ottawa, statements were made by the 
Minister of Railways and the presidents of the Canadian 
Pacific Railway and the Canadian National Railways. The 
Commission then made a tour of the West, after which they 
returned to Ottawa and heard evidence from officials of 
the railways. They then visited the maritime provinces, 
and later the central provinces. On the long journeys to 
and from the West the commissioners were accompanied 
by the chief operating, technical and accounting officers 
of both railways, with whom they were in almost constant 
conference. 

It is probable that the report of the Commission will be 
presented early in the spring. The fact that some of^the 
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Catoada : The Railway Problem 

seasioxu have been conducted behind dosed doors has 
caused some critidbm, but wherever the Commission went 
ample opportunity was given to anyone who wished to 
convey his views to do so in public or private hearings. 
There are, moreover, obvious disadvantages in prenuture 
publidty. 


II. The History of the Railways 

F rom the earliest days of settlement in Canada, trans- 
portation has been one of the vital problems. Since 
most of the first settlements were made on the many rivers 
and lakes, water was almost exdusively used for com- 
munication; indeed, it was because of this readily available 
mode of transport that settlements were thus placed. 
Roads were early cut through the forests, but they long 
remained crude in the extreme and were only used as 
supplementary to the water system. In the first decades 
of the nineteenth century the main hope of opening the 
country for colonisation and commerce seemed to lie in 
rendering the rivers and lakes practicable for through 
communication by building canals around the rapids, and 
thus obviating the need of arduous “ portaging.” 

The first railways in Canada followed the same line of 
development, being intended as no more than portages 
around the principal rapids— such as those on the Richelieu 
and Niagara Rivers. These short railways, while involving 
a transhipment, could be built more cheaply than canals. 
The first railway of this type was completed in 1836 and 
was followed by similar ventures, but by 1850 there were 
only 66 miles of rail in operation in Canada. After that 
year progress became rapid, and railways were built as com- 
plete routes, instead of being supplementary to waterways. 
Railways became one of the chief interests of speculators, 
and groups of financiers vied with each other to secure 
charters. In the ’fifties the remarkable total of 2,000 rnUes 
was added to the mileage in operation, being largely owned 



Hie History of the Railti^ys 

hf the Great Western (from Toronto to ^^dsor and 
T^Im hfidngan) and the Grand Trunk (from Pordandi’ 
Maine and Riviere du Loup to Sarnia and Detroit) together 
with a number of smaller companies in both the Province 
of Canada and the maritime provinces. 

The formation of the Dominion of Cahada in 1867 hf 
the federation of the provinces of Canada (Ontario and 
Quebec), Nova Scotia and New Brunswick introduced a 
new element into the development of railways. On the 
one hand the union of wealth and government promised to 
render feasible the large railway projects that all the 
provinces favoured ; while on the other hand it was clearly 
necessary to establish such improved communications as 
would make the union a reality. This too applied not only 
to the members of the original federation, but also to those 
additional provinces the inclusion of which was contem- 
plated from the first. In general the situation called for 
lines stretching east to the Atlantic and west to the Pacific. 
The first was part of the original agreement. The Dominion 
Government was to take over some 350 miles of rail in New 
Brunswick and Nova Scotia and build a through line to 
connect the maritime provinces with those of central 
Canada. This line was completed by 1880 from Halifax 
and St. John to Quebec, and included not only the maritime 
mileage mentioned above but also the former Grand Trunk 
line from Riviere du Loup to Quebec. 

The western arm of this great stretch was also made 
imperative by political considerations. As has been men- 
tioned, it was hoped that the original federation would 
soon be enlarged so as to take in the Vast area to the west 
of Lake Superior as far as the Pacific coast. The prairie 
section of this was simply the preserve of the Hudson’s 
Bay Company, but the part west of the Rocky Mountains 
was an organised colony. In order to induce British 
Columbia to join the Dominion as a province it was agreed 
in 1870, amongst other things, that a railway to British 
Columbia should be begun vrithin two years and completed 
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widiin ten. TTim promise, wliicli may well be regarded m 
oourageons now, was widely regarded as mad then. Apart 
froffi a population of some 36,000 in British Columbia there 
were little more than fur-trading posts in the territory 
over which the railway was to be built. Traffic of any pay- 
ing quantity must therefore come from rapid immigration, 
and it was questioned whether there would be any large 
movement into what was widely thought of as an in- 
hospitable land. The answer to these doubts was the force 
of political necessity, eked out with faith and hope. The 
shortest routes to both east and west were through the 
United States, but it was strongly felt that there must be 
communication from one part of Canada to another 
through her own territory. To some extent this meant a 
defiance of geography, for railways had to be built for 
thousands of miles along a narrow strip of Canadian soil, 
instead of making comparatively easy connections with the 
American lines. Such connections would have meant not 
only enormous savings in construction and upkeep, but also 
obvious advantages for commerce. Rather, however, than 
accept the political implications of this dependence on 
another country, the Canadian Parliament was prepared 
to face the expense of forcing into east and west channels 
a traffic that would have otherwise tended to flow north 
and south. 

The early efforts to carry out the agreement to build a 
Pacific railway met with small success, and little was done 
before 1880 beyond the construction by the Dominion 
Government of some links in a chain that was to make 
use of waterways and existing railways. In 1880, however, 
an agreement was reached with a group of experienced 
railway men to build the line from Montreal to the Pacific 
coast in British Columbia within ten years. This group 
later became the leaders of the Canadian Pacific Railway. 

given the 7 to miles of road under construction by 
the Go\xrnment, they would be required to build some 
*’900 mdes. The company was presented with $25,000,000, 



Tbe Hiftoiy of die » 

9§fOOOfiOO acm of land, ^emption froim dntf o& oo^ 
itnictk»i materials, exemption for tvnaaty y tsars hmrx taxes 
oa land, and other privileges. Constmction was pnahed 
ahead with great energy, and by the beginning of 1886 tl» 
first trains were running. 

The completion of the first transcontinental line marks 
a milestone in Canadian history, as well as in the develop^ 
ment of Canadian railways. The optimism of its sup- 
porters seemed to be justified when the Canadian Pacific 
Railway soon transported thousands of settlers to take up 
land on the rich soil of the western prairie. British 
Columbia had been saved for the Dominion, and the whole 
west was becoming Canadian in reality as well as in name. 
This first flood of settlers to the great western area led also 
to a belief that the population of Canada would continue 
to grow at the same speed, and that the Canadian west 
would develop in the same way and to almost the same 
extent as the west of the United States had done. 

The first fifteen years of this century saw the planning 
and completion of two additional transcontinental lines. 
The Grand Trunk, which had long been operating success- 
fully in central Canada, was anxious to share in the profits 
arising from the development of the west, and from the 
advantages to be derived from long hauls. The company, 
therefore, proposed to the Dominion Government that it 
should build a line from Chicago, its western terminus, via 
Minneapolis to Winnipeg and thence to the Pacific coast. 
This was rejected on the ground that too much of the 
proposed line would be in the United States. The com- 
pany then offered to build east from Winnipeg to North 
Bay (in northern Ontario). Finally, in 1903, the Govern- 
ment induced the company to build a Grand Trunk 
Pacific Railway from Prince Rupert on the Pacific to 
Winnipeg; the Government, for its part, to build the 
NationalTranscontinental from Winnipeg to Moncton (New 
Brunswick), thus providing a second transcontinental line 
in Canadian territory. The Government would then rent 
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tbe National Transcontinental to the companf for fihy 
fears, for the first seven of which no rent would be paid, 
and for the remainder of which $ per cent, of the cost would 
be paid as rent. The Government would further guarantee 
the interest on the bonds of the Grand Trunk Pacific up 
to 75 per cent, of the cost of construction. The companp 
accepted, though with some reluctance, and construction 
was completed before the war. The cost of construction 
of both divisions of this line was high. 

The third transcontinental line, the Canadian Northern, 
grew out of the enterprise of two able and resourceful 
railway builders, Sir William Mackenzie and Sir Donald 
Mann, who, beginning with the purchase of the 125' 
mile Lake Manitoba Railway in 1889, gradually added 
to this by further purchase or construction until an 
integrated system extended from Vancouver to Montreal. 
Unlike the Grand Trunk Pacific and National Transcon- 


tinental (the two sections of the one transcontinental line) 
the Canadian Northern was built at low cost, with, of 
course, the expectation of gradual improvement. While 
getting the usual help from Governments, the method of 
financing the Canadian Northern was otherwise unusual. 
Provincial guarantees— then Dominion guarantees and sub- 
sidies— were secured. When the company became better 
known large amounts were raised by the issue on its own 
credit of so-called perpetual debenture stock. No money 
was raised by the sale of common stock, which was issued 
to the promoters and gave them control, 

Th..c two U, or lino, ,ho Pacific wore, therefore, buat 
ltdcpendontly and in the expectation of competition.- In 
and 1903 negotiations were conducted with the object 
0 recunng the completion of a single joint mnscoiti- 

Zn?d fi 'u • Canadian Northern 

Aonld buiJd m the west and the Grand Tranh in the east. 
No greement was toKhed. however, and the two complete 
hne. were begun. Thi. decision was more re.pondb . 
.w a^y other one factor for the late, grave probLs. 
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IWe «l ccnirae, seed for more crastnicttoB ^ tii« 
weft after the completion of the Canadian Pacific. To t 
Hmited extent, moreover, construction had to run ahead of 
settlement, of which it was a necessary condition. But ns^ 
fortunately optimism rather than wisdom was the guiding 
force, and the Government adopted the policy of encourag* 
ing the two new transcontinental lines. Since the con- 
struction of railways in Canada has always been subsidised, 
in one way or another, by provincial and federal Govern- 
ments, the policies of private railway corporations have 
directly affected not only their shareholders but the tax- 
payers. Given wise direction, it has been to the advantage 
of the people as a whole to finance the construction of a 
satisfactory railway system ; but in the period in question 
the point was reached and passed when the returns to the 
people in railway services equalled their financial commit- 
ments. In an open letter to the Prime Minister, Sir Joseph 
Flavelle, then (1921) chairman of the board of directors 
of the Grand Trunk, wrote as follows regarding the situation 
which he and his colleagues had shortly before been called 
upon to face : 

There would be no acute railway problem in Canada to-day if, 
in 1903, Parliament had refused the proposal to build the National 
Transcontinental line from Winnipeg to Moncton ; if it had refused 
to grant a charter to the Grand Trunk Pacific to construct a railway 
from Winnipeg to the Pacific coast, and had refused the builders 
of the Canadian Northern further financial assistance, except as the 
Western Division of the Grand Trunk system, carried through to the 
Pacific coast. If the Grand Trunk and Canadian Northern Com- 
panies had been told they must come together and constitute a 
second transcontinental line the country, would not have been 
called upon to face the present gravely serious situation, while a 
powerful corporation, with a serviceable railway from ocean to ocean, 
owned and operated by private capital would, with the Inter- 
colonial and Canadian Pacific Railways, have given the needed trans- 
portation facilities for the present, and reasonable future require- 
ments of Canad., 

By 1915 the total mileage in operation in Canada had 
risen to 34,882. This equipment, which assumed a steady 
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tncrciiw of population an4 commerce, proved to be of 
embarratsing magnitude when the financial stringency of 
1913 was followed by the war of 1914. Although the 
eomomic conditions of 1913 led to unemployment and 
difficult months for business, it was the war which suddenly 
and unexpectedly shot off the supply of immigrants to 
Canada. The total number of arrivals in 1913 was the 
highest ever reached, 402,432 ; in 1914 it was 384,878 ; 
in 1915, 144,789; and in 1916 sank to 48,537. Such a 
check to the growth of the country could hardly have been 
foreseen. The loss of immigrants meant a blow to the 
railways in the west, from the loss not only of revenue in 
original transportation, but also of the continued business 
which they would have brc>aght. Since the war, owing 
in part no doubt to the advance of social legislation in 
European countries and in part to the new Canadian policy 
of restricting immigration, the numbers of immigrants have 
never risen to half of the 1913 figures. 


Ill, The Canadian National System 

T he war caught the railways in the process of completing 
a policy of expansion and greatly aggravated existing 
sources of danger. As has been indicated, all the Canadian 
railways represented public investment in some form. 
The Canadian Pacific had by this time long since ceased 
to be a drain on the public purse, though this was partly 
accounted for by the empire that it had gained in its 
original grant. The railway was, however, more than 
paying its way. The Grand Trunk proper was suffering 
from two difficulties — absentee directors and its guarantee 
of, and cash advances to, the Grand Trunk Pacific. The 
management had been greatly improved under a former 
American railway manager, Mr. C. M. Hays (who was 
lost in the Titanic), but the final control was in England, 
where most of the stock was held. Wisely or no, the 
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Gnnd 'Freak Pacific lutd been conatract^ in {leniuaiiMiff 
fixm, which waa intended to make for low opemting CQSt% 
btit the inVeatment proved to be too high ior the available 
traffic. 'Tlie Canadian Northern Railway wa« still inccaar 
plete at the ont break of war, and was moreover faced vdth 
nnexpectedly expensive construction in the Rockies. 'llieBe 
two later transcontinentals, as not a few observers (in- 
cluding Laurier’s Minister of Railways) had foreseen, were 
cutting each other’s throats. 

To keep the weaker railways going the various Govern- 
ments had poured out money in the form of direct sub- 
sidies, made land grants and guaranteed bonds. Only 
from an operating point of view could most of the Canadian 
railways be regarded as private companies. But the Govern- 
ments had thus heavily invested because railways were 
essential to national development and private capitalists 
were not willing to take the entire burden of establishing 
and operating railways under comparatively pioneer con- 
ditions. When the war brought an acute crisis to the 
Canadian Northern and Grand Trunk Pacific, however, 
the Canadian Parliament began to consider whether it 
would not be better to take over the management as well 
as the financial responsibility of those roads which were in 
distress. The rise in wages and materials, the almost 
entire -cessation of immigration, and the fact that foreign 
investors were concerned with their own problems made 
the war years serious for the Canadian railways, already 
suffering from the effects of over-optimism. 

The Canadian Government had for some years been the 
direct owner of railways, the Intercolonial of 1,592 miles, 
the National Transcontinental of 2,003 miles and the 
Prince Edward Island railway of 279 miles, making up no 
mean total. In 1916 a Royal Commission was appointed 
to report on the whole problem of transportation — the 
status of the three transcontinentals, the reorganisation of 
any of the systems, including their possible acquisition by 
the State, and any other matters that seemed relevant. 
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The ConuniMion consisted of Sir Henry Drayton, chainnan 
of the Board of Railway Commissioners, Mr. W. M. 
Acworth, an English authority on railways, and Mr. A. H. 
Smith, of the New York Central Railway. A majority 
report* vras presented by the first two which was of great 
significance in the history of Canadian railways. 

In their report the Commission found that the Canadian 
Pacific Railway was the only one able to meet its obligations 
to the public, and that this success was due partly to 
able management and partly to generous aid at its inception. 
On the other hand they found both the Grand Trunk and 
the Grand Trunk Pacific to be bankrupt. Whereas the 
former had paid out 36 million dollars in dividends in 
eleven years it was unable to put its lines and rolling stock 
into proper condition. By a majority recommendation the 
Commission advised that the Grand Trunk, the Grand 
Trunk Pacific, the Canadian Northern, the Intercolonial 
and the National Transcontinental be owned by the 
Government and operated by a board of trustees constituted 
by Act of Parliament and incorporated as the “ Dominion 
Railway Company.” 

These recommendations were in general followed. The 
Canadian Pacific was left as a private company. Following 
an Act of Parliament, the Canadian Northern was acquired 
on October l, 1917, by the payment of ten million dollars 
for the capital stock. In March, 1919, the Minister of 
Railways was appointed as receiver of the insolvent Grand 
Trunk Pacific, and shortly afterwards the road was taken 
over by the Government. The Grand Trunk was acquired 
in 1919 by an Act of Parliament, which provided for the 
appointment of a board of arbitration to determine the 
value of the capital stock of the company, with the exception 
of the 4 per cent, guaranteed stock. The board as appointed 
consisted of Sir Walter Cassels (chairman), Sir Thomas 
White for the Government, and Mr. W. H. Taft for the 
company. A majority report was signed on September 7, 
1921, by the two first-mentioned members, who found no 
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▼aloe in tbe firit, second and third preference stodk or in tite 
emnmon stock of the Grand Trunk. Hie arbitrators com* 
mented, as had the members of the 1916 Commissimi^ (m 
the fact that dividends had been paid when the othff 
obligations of the companf made such a course unjustifiable. 
Sir Thomas White’s conclusions may be quoted : 

(1) The actual earning power of the Grand Trunk Railway 
Company of Canada, before, during, and since the war, and, so far 
as can be estimated, for the future, does not justify the assumption 
that any profits would, from the date of the acquisition by the 
Government of the preference and common shares, viz.. May, 1920, 
ever have been available for distribution to the holders thereof, 
after providing for the contingent liability of the company in respect 
of Grand Trunk Pacific securities guaranteed by the company and 
dividends upon the “ guaranteed stock.” 

(2) Having regard to its own continuing heavy deficits, the 
necessity for making provision for deferred and extraordinary main- 
tenance and capital construction, and its heavy liabilities in respect 
of securities of the Grand Trunk Pacific Railway Company bearing 
its guarantee, the Grand Trunk Railway Company of Canada, but 
for the financial support of the Government since May, 1920, must 
liave been forced into a receivership. 

Upon these conclusions I find that the preference and common 
stock of the Grand Trunk Railway Company of Canada has no value. 

In these circumstances the Government saw no reason 
for taking any action, whether or not it would have been 
good policy to do so, in the way of making a “com- 
passionate allowance,” which the majority arbitrators had 
intimated was a question for the Government and not the 
board to decide. It was apparently felt by the Government 
that for a number of years the company had continued to pay 
large sums in dividends to the shareholders regardless of the 
needs of the property and of the company’s obligations to the 
Government. In respect of the three railways acquired, 
the obligations assumed by the Government amounted to 
about 936 million dollars. By January, 1923, when the 
Grand Trunk, the Canadian Northern and the Grand Trunk 
Pacific were incorporated in the Canadian National Rail- 
ways, the direct cost to the Government had risen to about 
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1,3*1 iwiTlifin doUan ; or, in other words, the Govemmeat 
in the interval spent some 395 million dollars in im* 
{Komnents, extensions and the acquisition of additional 
mileage. 

From 19*3 onwards there have been two great Canadian 
railways — the Canadian National and the Canadian Pacific, 
with the former operating a somewhat greater mileage. 
In the years of prosperity before 1930 both companies 
added to their property in mileage, equipment and such 
contributory enterprises as hotels and steamships. The 
Canadian Pacific continued to pay handsomely, its operating 
profit being 151,694,000 in 1928. The Canadian National, 
too, under its new and active management, was able to 
show an operating profit of $49,558,000 in 1928, although 
its total capitalisation of $2,074,585,000 made impossible 
an otherwise satisfactory balance sheet. In addition to 
its already large mileage, the Canadian National has become 
responsible for the operation of a line built by the Govern- 
ment, the Hudson Bay Railway, which has recently been 
opened to the port of Churchill, This line is intended 
primarily for the movement of grain, and large elevators 
have for that purpose been built at Churchill, 

The economic depression of 1930, therefore, found both 
the Canadian National and the Canadian Pacific in process 
of completing large commitments, and in vigorous com- 
petition. The loss of revenue, which became increasingly 
serious, has gradually forced an economy of services and 
in some cases co-operation in place of competition. Both 
railways have made reductions in salaries and wages of 
10 per cent. In June, 1931, the Canadian Pacific was 
obliged to halve its dividend in deference to a fall in profits 
of five million dollars between 1929 and 1930. 

The Canadian National, less able from the nature of its 
composition and capitalisation to withstand the loss, 
showed a decline in net operating revenue from some 
40’millions in 1929 to i6Jmillions in 1930. It is generally 
felt that both railways are in such a condition that serious 
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{mbUc comidentiQO mftst be g^-vea to ibeir fatnie. fbt3> 
•WKf crises bsTC i&ore than once in the past been {seed in 
fana^a^ and there is reason to believe that a general ua* 
provement in economic conditions would offer a large 
measure of relief. On the other hand, the pressure of 
present conditions has brought to the fore a draire to 
examine the problem of railways and transportation as a 
whole in Canada ; and it may well be that lessons will 
now be learnt that will serve for good and bad times in the 
future. 

IV. The Basic Problems 

T he main strategic problem of transportation in 
Canada is a geographical one. The territory is not 
only vast in proportion to the population, but the bulk of 
that population is stretched along a comparatively narrow 
line of settlement in the southern parts of the Dominion. 
By their determination to provide a system of railways 
that would serve their needs without dependence on the 
United States, the Canadian people have set for them- 
selves a fine national aim but a permanent economic 
difficulty. Great parts of the railways have been thrown 
across areas which at the time of construction produced 
little local revenue ; and while in many of these the 
situation has improved by immigration and by local 
industrial and mining development, there still remain 
sections in which there is no immediate prospect of con- 
siderable settlement. An examination of railway and 
population maps of Canada and the United States will 
quickly reveal the peculiar Canadian problem. As has 
been shown before, for example, the Grand Trunk wished 
to build a transcontinental line that would follow the easy 
route south of Lake Michigan, but this was unacceptable 
to Parliament because it was not a Canadian route. Instead 
of this, all the transcontinentals were built to the north of 
Lake Superior, where construction was very expensive, 
and where there was little prospect of local revenue. 
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Thnfl a Canadian sjstem of railwaja presupposea a ktfe 
marhine for a umaU pppnlation. The total ateam milei^ 
in operation in Canada is 42,000, while the population is 
approximately ten million. The population per mile of 
railway in Canada is only 235, while in Great Britain it is 
1,800, in France 1,235, in Germany 1,770, in the United 
States 480, and in Australia 220. 

Given the problems arising from these general con- 
ditions, has wisdom been shown in the creation of the 
Canadian railway system as a whole ? Have we built to a 
greater extent than was wise or necessary ? Has the con- 
struction been economical and suited to the conditions for 
which the lines were required ? There can be little doubt 
that there has been overbuilding, dating from the fatal 
decision early in the century to add two more trans- 
continentals to the existing Canadian Pacific. As has been 
shovra, efforts were made in 1902 and 1903 to prevent this 
but without avail. Both the Canadian Northern and the 
Grand Trunk have been defended against the charge of 
unwise expansion by the argument that each would have 
succeeded without the other ; but this is, of course, merely 
to say that their decisions to build separately after their 
failure to agree in the first place led to damaging com- 
petition. Nor can the Government of the day escape 
blame, for had they followed the advice of their more far- 
seeing members they would have refused the franchises 
and the subsidies without which the roads could not have 
been built. But it is easy to be wise after the event, 
whereas in the period in which these enterprises were 
started many prominent Canadians thought that the 
future of the west would be one of continued and rapid 
growth and that the three lines were essential to its 
development. 

In some cases lines have been abandoned where traffic 
has not warranted all that were built; yet the capital 
expenditure remains, and this is particularly one of the 
problems of the Canadian National, since the Canadian 
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PiMafie m» aUe to plan a nnified systetn. Hie coat of 
oODstrnctaon lias varied considerably. Some of the linea 
were boilt in the belief that a high first cost made for low 
maintenance. Whether this be a sound principle or not, 
it has happened that one of the most striking examples of 
this — ^the National Transcontinental— is nbw one of the 
least used of the main lines. Could the Canadian railways 
be built again, there would no doubt be many changes, 
but since we must accept the legacy of the past as we find 
it, the present problem is to determine what are the 
measures best calculated to correct the mistakes of the past 
and ensure a more satisfactory future. 

V. The Issues To-day 

T here is inevitably much speculation as to the 
recommendations to be made by the Royal Com- 
mission. Without our entering on the dangerous field of 
prophecy certain of the issues may be examined. 

At present private and State ownership exist in almost 
equal extent. It has been pointed out that operating 
costs would be appreciably reduced if the two great rail- 
ways were in some way merged so as to avoid the waste 
involved in severe competition for a limited amount of 
business. Anything in the nature of amalgamation, how- 
ever, would meet with wide disapproval, especially in the 
west and Ontario. The removal of competition would 
have obvious disadvantages for the customers of the rail- 
ways ; but an almost greater problem arises from the fact 
that either public or private ownership would have to be 
abandoned. Both of these, however, have considerable 
support, and any Government that felt it necessary to 
sponsor amalgamation would have to answer to an angry 
electorate in many districts. To turn over the whole rail- 
way system to private ownership would apparently mean 
in some form to give the Canadian Pacific a monopoly; 
and proud as Canadians are of this great corporation, 
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le# of them wish to see it— or any other coaxpmf— itt 
such a position of power. On the other hand, and in spite 
of the real achievements of the Canadian National m the 
face of almost overwhelming difficulties, there must be 
great doubt as to whether the pubUc would be adequately 
served by a public company which had no competitor to 
keep it at its best. Moreover, there must always be 
anxiety as to whether such a company could be kept free 
from political influence with all its unsatisfactory con- 
comitants. 

If amalgamation seems unlikely, there remains the ques- 
tion of co-operation. In places the two companies carry on 
a competition that is unfruitful to both and, apparently, 
economically unsound. Although it seems logical that 
they should divide the country into “ spheres of influence,” 
and each do a profitable business within its own territory, 
this is not easy to arrange in detail. Many of the small 
competing lines are feeders for the main lines, and essential 
to their life. Further, the most profitable business that 
the railways do is in long freight hauls. This is best 
explained by a further quotation from the letter of Sir 
Joseph Flavellc to the Prime Minister in 1921 : 

For purposes of comparison ... the Grand Trunk system affords 
an opportunity to estimate the effect of short-haul traffic, which is 

c,.. ■ ; r:- T:.-.; i<..::«ay 

system, operating 4,775 miles of road, during the year 1920 moved 
33,026,658 actual net tons, and were paid for the service 
$80,686,62 3 -00. The Canadian Pacific, operating 13,402 miles, 
moved 29,919,645 tons, for which they were paid $143,878,185-00. 
You will observe that the Grand Trunk, moving 3,100,000 tons 
more freight than the Canadian Pacific, received in payment 
$63,191,562-00 less for their services than that company. The 

g'c. V VI ^ ^ - ll.e 
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Trunk carried each ton an average of 212 miles. Or, stated in 
an,-:.; - W,v. -VvCa-.d-r P- $, «, f ■ ,..<■! ; while 

1 . .- $: 4, ■ ■ ■ -■ = T. t . ; :er:-..:,air 
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whether the freight is short hauled or long hauled. 
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%ioe tiie creatbn of tbe Canadian National, that c<»nr 
puif has been enabled to tale its share of the profitable 
]fing hauls ; and it seems almost inevitable that some 
measnre of apparent duplication must remain if both com- 
panies are to continue to do this part of the business. In 
some places, however, duplication has already been abolished 
by agreement ; and it may well be that the Commission 
recommend that this process should be carried further. 
One complication in this respect remains : the inevitable 
complaint that one or other of the companies is being 
sacrificed to the other. Any argument of this nature is 
particularly likely to develop from the fact that there is an 
unfortunate tendency for people to take sides as supporters 
of public or private ownership. 

Another possible approach to the problem of reducing 
expenditure is to advise the lessening of expenditure within 
each railway. This would come under such heads as 
curtailment of luxury equipment (which has reached a 
high level on many of the principal trains), cessation of 
building both of new lines and of hotels and summer 
camps. Perhaps, too, it might involve the scrapping of 
minor (and even some major) lines which do not, and 
apparently cannot, pay their way. There is no doubt that 
the Canadian public is provided with luxury in travel that 
can with difficulty be reconciled with the economic obstacles 
against which the railways have to strive. Our rates are 
low, our standard of equipment is high, and the actual cost 
of maintaining the services is high. Assuming that the 
public would be unfavourable to any material increase in 
rates, can we maintain this expensive paradox f 

There is evident need for the railway problem to be 
studied as a whole, and it is possible that the Commission 
may propose some machinery for this purpose. Even a 
purely advisory body might be of great value if it were com- 
posed of able men who could see the problem in terms of 
the country as a whole, and make recommendations to the 
still independent companies. 
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Judging from their tersM erf reference it may be aanuned 
that the Commisnon will to tome extent consider the lailr 
way problem as inseparable from the problem of transporta- 
tion as a whole. There are three main forms of transporta- 
tion at the present time that compete in some degree. 
The canals, hope of the ’thirties, have received a new lease 
of life in the project for the complete canalisation of the 
St. Lawrence waterway. Already the canals enable boats 
of 14 ft. draught to proceed from Montreal to the head of 
Lake Superior. Apart altogether from the St. Lawrence 
scheme, the total cost of canals up to the end of March, 
1929, was $216,585,487 — » very considerable total. If 
the St. Lawrence scheme should be carried through it 
would to some extent constitute an alternative route to 
the sea competitive with those of the railways. And such 
outlets have already been increased by the completion of 
the Hudson Bay Railway, which revived the old route 
long used by the Hudson’s Bay Company. Roads have 
also come back into prominence as a means of through 
travel. The motor car and the motor truck have made 
heavy inroads into the passenger and freight traffic of the 
railways. Very considerable sums have been spent on roads 
by the provinces and smaller government bodies, and it 
is an open question whether the comparatively low taxes on 
motor vehicles do not make for an unfair competition with 
the steam railways. Local traffic has suffered particularly, 
but there seems to be an increasing tendency, generally, 
for both passengers and freight to “ travel on rubber.” 
Some railways in the United States have met this menace 
by themselves operating motor trucks in conjunction with 
their train services, but the possibilities of this have not 
yet been fully explored. 

The fundamental problem is to transport a limited 
number of people and a limited volume of freight in the 
most satisfactory and economical way. But we are not 
starting df novo. The railways exist, and their expense of 
building cannot be reduced by taking thought. If road 
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travdl is cheaper/ sdat will happen to the railwaTS 7 Even 
in isosperons times one might pause to connchff whether 
ht present transportation ^stem can stand the additional 
competition of a Hudson Bay route and the partial com- 
petition of a St. Lawrence waterway without the addition 
of considerably more business. The problem of transpor* 
tation has always bulked large in Canada, but for the most 
part the problem has been to secure enough transportation. 
It seems that we have now got into an era of too much 
transportation — not too much, of course, for the business 
and pleasure interests of the people, but too much for the 
country to afford. Under the peculiar conditions prevailing 
in Canada it may be argued that to subsidise our trans- 
portation facilities is worth the price, but this is a danger- 
ous avenue of thought unless it be followed with the 
greatest caution. There are already enormous sums sunk 
in railways, roads and canals. There is sometimes a 
danger that transportation may be regarded as an end 
instead of a means. 

Apart from such over-building as may exist, and such 
unnecessary expense as may have been incurred, the causes 
of our present discontent may be examined under three 
main heads. 

(1) The falling off of traffic consequent on the economic 
depression. This general problem has affected other rail- 
ways than ours ; for example, the railways of the United 
States are in many cases in financial difficulties. In 1928 
the Canadian National had gross earnings of $304,000,000, 
but in 1930 this figure was cut to $250,000,000. The 
Canadian Pacific also suffered a heavy loss of revenue. The 
general slump in business readily accounts for the lack of 
traffic, but the marked reduction in the movement of grain 
has been a particularly serious factor. Clearly the effect 
of the depression on the railways is a problem beyond their 
control. The same cause is responsible for the loss of 
revenue in businesses of almost every character. 

(2) Competition between the railways is, to some extent, 
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a caaie of lots of rev«me is witliin controL Bat, as 
has been teen, this can only be modified within limits. If, 
at it widely thought, a degree of competition is to the 
advantage of the customers of the railways, there must be 
tome compromise. We cannot in this respect both cat 
our cahe and have it. 

(3) Finally, the competition between railways and motor 
vehicles is a serious problem. There are in Canada approxi- 
mately 1,239,000 motor vehicles, of which 166,000 are 
motor trucks. This is a total only materially exceeded by 
the United States with 26,500,000. The motor car is no 
longer a luxury but a normal mode of travel, since in 
Canada there is an average of one car for eight persons. 
Motor buses, too, have secured a considerable business ; in 
some places electric railways have been abandoned because 
of the competition of buses, and in many districts the local 
traffic of the steam railways has suffered severely. Local 
train services have been reduced from lack of business, 
and recently a deputation from a suburban town, who were 
asking for increased train services, were told that they could 
not have trains in the winter if they insisted on using their 
cars in the summer. Everywhere in Canada good through 
roads have been built, and in the summer one can see 
endless lines of cars, many of them from distant American 
States, passing on the main highways. Part of this traffic 
has arisen only because of the motor car, but a portion of 
it is at the expense of the railways. Even more serious is 
the competition of the motor truck, since the carriage of 
freight is the most profitable part of a railway’s activities. 
One secs trucks loaded with all manner of goods and 
covering great and small distances. 

It has been often suggested that the motor vehicle 
competes unfairly with the railway, since the expenses of 
the latter arc greater than those of the former. The 
solution offered is to make the motor vehicles pay for the 
roads and thus put the competitors on an equal footing. 
This solicitude, it may be noted, is not so much owing to a 
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getter love of therailwi^ as to the fact that thi^ repC(s|«if' 
an enormooa pnUic investment, which is being endangere^^ 
Hiere are, however, several objections to the apparently 
simple solution heavier taxation. One is that the public 
would not like it in practice, however much they might 
approve of it in theory. Though they might gain indirectly 
through the improvement of the position of the railways, 
what they would chiefly notice would be more expensive 
motor transit without reduced rates on the railways. A 
second obstacle to change is the fact that much of the 
motor traffic is to and from the United States, This is 
particularly true of the tourist trade, and as this stands 
second amongst our industries, and is invaluable in re- 
dressing the balance of trade, it cannot lightly be en- 
dangered. But if the American cars which use our roads 
were not taxed, should the burden fall on the Canadian 
motorist ? Thirdly, the main highways are provincial, 
while the chief public interest in the railways is federal. 
This brings us — as most important Canadian problems 
seem to bring us — to the disputed powers of Dominion 
and provincial Governments. Could they, or would they, 
co-operate in balancing the rights of motor and railway 
transport ? The respective control of provincial and 
federal Governments over the water-power on the rivers 
used for navigation still seems to be unsettled, and the 
course of this dispute augurs iU for an easy settlement of 
the transportation question as a whole. 

The personnel of the present Royal Commission assures 
a careful, detached and able study of the transportation 
problem in Canada. While it may be.assumed that Parlia- 
ment will give considerable weight to their findings, any 
action taken will presumably follow a debate in which many 
and conflicting views will be presented. The interests of 
various districts and groups are in some respects dissimilar, 
and if any radical recommendations are made by the Com- 
mission they must run the gauntlet of the usual parlia- 
mentary criticism. The wide interest that has been shown 
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in the ratlwa7;qiiettion,\ho#evcr, suggests a general denre 
to face realisticallf what is one of oar fundamental probkms, 
and, not without pride in past achievements, to attempt 
a solution of the particular aspect of the problem that comes 
in our day and generation. 


Canada. 

January 1932. 
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I. The Federal Elections 

I T is notorious that very few parties can survive a term 
in office during times of economic distress; this is 
particularly true of a Labour party, or for that matter of 
any party of reform. While times of depression are 
times of curtailment and retrenchment, the popularity of a 
party of reform depends on the measure of its advance 
towards more or less unattainable objectives, and its normal 
programmes are based on the expectation of buoyant 
revenues. Its supporters are not convinced by the most 
valiant record of orderly retreats, or even of positions barely 
held. These considerations apply with peculiar force to 
the Australian Labour party. Its whole theory of re- 
presentation subordinates the individual to the group— 
the Minister is subordinate to the caucus, the caucus to 
the party organisation outside. To get from the party 
machine the flexibility that government demands in times 
of crisis is virtually impossible. It is not surprising, there- 
fore, that the onset of the world economic depression should, 
in Britain and in Australia, have broken the Labour party 
in office. But few critics could have expected a collapse 
so sudden or so complete as has occurred in both countries 
in the last quarter of 1931. 

Mr. Scullin’s Ministry came into office at the end of 1929, 
supported by the largest single party in Australian political 
history, numbering 46 in a House of 75. Owing to internal 
dissensions within ^e party, the Ministry failed to keep 
its supporters together, and in little more than two years 
was driven to the country by a defeat in the House, inflicted 
on a deliberate vote. Mr. ScuUin will muster no more 
than 14 supporters when the new House assembles in 
February, and wiU thus have lost some 70 per cent, of his 
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foUomi^. When it ii remembered that so recentfy as 
1928 Mr. ScuUin was returned as leader of an Opposition 
of only 31 against Mr. Bruce, some idea will be gained of the 
changes that have taken place in Australian opinion within 
three years. 

The Labour Government was in trouble from the start. 
To begin with, it had only cme real mandate from the 
electors — ^to maintain and improve the federal arbitration 
system ; and a strongly Nationalist Senate was by no 
means willing to allow the Ministry to rewrite the Arbitra- 
tion Act at its pleasure. But in truth the ScuUin Ministry 
came into office on a wave of feeUng almost entirely 
unrelated to the real task which lay before it — to take 
measures to meet the economic^depression ; and it was on 
those measures that it eventuaUy came to shipwreck. Every 
fresh development in ministerial policy served only to 
split the party more hopelessly. The trouble began with 
the re-appointment of Mr, Theodore to the Treasurership, 
on the Prime Minister’s return from the Imperial Con- 
ference, and before the action arising out of the Mungana 
charges had come on for hearing. That step cost the 
Labour party two Ministers, Mr, Lyons and Mr, Fenton, 
who went into Opposition, the former to become Leader 
of the Opposition, These two were foUowed in course 
of time by three other Labour men. Hard upon these 
events there foUowed, in February 1931, the Premiers’ 
Conference at which were put forward the three proposals 
which have become notorious as the “ Lang Plan,” and 
Mr, Theodore’s counter-policy, an instalment of controUed 
inflation, Mr. Lang proposed that no interest should be 
paid overseas until Britain brought Australian interest 
rates into line with the Anglo-American war debt settle- 
ment ; that the interest on public internal loans should be 
reduced compulsorily to 3 per cent. ; and that a currency 
based on production and governmentaUy controUed should 
be substituted for the existing bank-controUed currency. 
These proposals were summarUy rejected by the Premiers, 
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but Mr. Lang duuracteristicalljr refused to abaudcA itas* 
and the result was a feud between the New South Walfts 
braudi oi the Labour party, dominated by Mr. Lang, 
and the federal Labour authorities, dominated by Mf. 
Scullin and Mr. Theodore. Mr. Lang’s group attempted 
to coerce the Labour members from New South Wales 
in the Federal Parliament into supporting his views. Mr. 
Theodore’s group replied by asserting that in defying the 
properly constituted federal committees Mr. Lang’s group 
had forfeited its right to be considered part of the Aust- 
ralian Labour party. Five of the New South Wales 
Labour members of the House of Representatives, led by 
Mr. Beasley, eventually formed a kind of “ Lang Cave,” 
hostile to, and contemptuous of, the Government and 
actually holding the balance of power in the House, but 
unwilling for some time to strike the Government down at 
the risk of an appeal to the people. Meantime, finding 
“ controlled inflation ” unpopular, the Government had 
reluctantly agreed to the proposals now familiarly known 
as the “ Premiers’ Plan,” involving a qua si- voluntary 
conversion of the Commonwealth and State debts, and a 
reduction in government salaries, wages, pensions and other 
adjustable expenditure. The accepunce of the latter 
part of this plan caused further dissensions in the Labour 
party, just as a similar issue was to split the British Labour 
party a little later. The Labour Governments had trouble 
with their own supporters in their respective Parliaments 
(there was said to be a majority of two only for the plan 
in the federal caucus), and the party organisations through- 
out the country were very hostile, especially in South 
Australia. A great many of the rank and file were inclined 
to the view that to accept the plan involved a betrayal 
of vital Labour principles, and that it was the clear duty 
of true Labour men to go out of office rather than take 
responsibility for such a policy. 

In these circumstances, it can easily be imagined that the 
Prime Minister had no desire for an early appeal to the 
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constiy. Hi» pontion had been grcatJ7 weakened in 
Labour circles, and his record in office had not been such aa 
to retain for him the large body of support from unattached 
electors which had been accorded him in 1929- His 
obvious dependence on Mr. Theodore aroused misgivings 
in xxuny quarters, and so also did his vacillation on monetary 
policy. These misgivings were intensified towards the 
end of the year, when it became clear from ministerial 
pronouncements that, when the election did come, the 
Government would put forward political control of the 
currency as the main issue. The time was therefore very 
nnpropitious for the Government when, at the end of 
November, Mr. Beasley announced his intention of moving 
for the appointment of a Royal Commission to enquire 
into allegations that Mr. Theodore was inter alia using 
unemployment relief works in his electorate (at the Com- 
monwealth dockyard at Cockatoo Island and elsewhere) 
as a means of purchasing votes. It is said that this was a 
mere pretext — and certainly very little was heard of it 
during the election campaign — ^and that the attack was 
really launched because the Scullin-Theodore group seemed 
to be making headway in Sydney against the Lang group. 
The announcement just previously of an amalgamation 
between the State Savings Bank and the Commonwealth 
Savings Bank, on terms which would enable the former to 
make immediate and substantial payments to its depositors, 
was, for instance, regarded as a triumph for Mr. Theodore. 
Mr. Beasley pressed his motion, which was duly carried, 
with the support of the Opposition on November 25, 
and the Prime Minister advised the Governor-General - 
to dissolve the House of Representatives. In granting 
the dissolution. Sir Isaac Isaacs took the opportunity 
of placing on record his understanding of the present 
constitutional position of a Governor-General in the 
exercise of the prerogative of dissolution. Formerly it 
was expected that the Governor-General would exercise 
his own discretion in the grant of a dissolution, and refuse a 
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tequiM ior a d^taolntion from a Iifiaiatiy defeated til dbe 
Hook H he thought it in the public interest to do so. Is a 
letter replete with dudon of authorities^ Sir Isaac Isaacs 
explained that, in view of the present constitutional 
position of a Governor-General, as laid down at the Impoial 
Conference of 1926, he did not feel it his duty to ezordse 
a personal discretion, but contented himself with taking 
the Prime Minister’s advice. Sir Isaac Isaacs added that 
if he had had to exercise a personal discretion the result 
would have been the same. But he put it, in efiFect, that 
the Governor-General is to stand in the same relation to 
lus Ministers as the King does to his in Great Britain, and 
that the King would in such circumstances accept minis- 
terial advice. This declaration v«ll probably become a 
definitive statement of the position of a Governor-General. 
This sort of thing is one of the by-consequences of appoint- 
ing a distinguished constitutional lawyer and judge to 
be His Majesty’s representative. 

The Government determined on an early election, 
partly no doubt because it precluded Mr. Lang, and certain 
other vigorous opponents of the Ministry, from resigning 
their seats in State Houses in time to contest federal 
electorates. Polling took place on December 19, a little 
more than three weeks after the Government’s defeat in 
the House. As usual, an election was held at the same 
time for the eighteen seats in the Senate (three in each 
State) whose occupants are due to retire in June, 1932. 
The Senate, it will be remembered, consists of six members 
elected from each State voting as a single electorate. 
Senators hold their seats for six years, and half retire every 
three years. 

The Opposition parties had barely completed arrange- 
ments for consolidating their ranks. In order to bring in 
Mr. Lyons and his ex-Labour followers, and to compose 
certain other differences, the Nationalist party abandoned 
its name, and a new party was formed with the clumsy and 
rather misleading name of “United Australia parly,” 
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and tiWi Mr. Lyons as leader and Mr. Latham is 
deputy-leader. (The “alias” party, Mr. Lang's journal 
calls it ; many will regret that the opportunity was not 
tfllfiTi to bring to an end the period of more or less 
“ lancy ” names and return to the name “ Liberal,” which 
grew up and became acclimatised in Australian politics 
and which stands historically for policies very close to 
those for which the United Australia party will doubtless 
become known.) Mr. W. M. Hughes, it may be added, 
after his abortive attempt to found an independent party of 
hit own, came into the United Australia party. Between 
the United Australia party and the Country party fairly close 
co-operation was achieved. They did oppose each other 
in a few electorates, but now here where there was any real 
danger of losing the seat to Labour by a divided vote. 
The federal and the State (or Lang) Labour groups both 
nominated candidates in most of the New South Wales 
electorates, in a good many cases not so much with any 
expectation of success as with a view to testing the strength 
of the rival groups among Labour supporters. Each 
group also nominated its three candidates for the Senate 
election. In addition, the Lang group nominated a few 
candidates in Queensland, Victoria and South Australia, 
but this was for purposes of propaganda rather than with 
any expectation of actually winning seats. 

Perhaps because the time was so short and the election 
so sudden, perhaps because the people have had rather a 
surfeit of plans and programmes in this troubled year, the 
election issues were never very clear or distinct. For the 
best of reasons no party leader was willing to adumbrate a 
detailed course of future action. The main policy speeches 
were, of course, those of the Prime Minister and of Mr. 
Lyons— an odd juxtaposition, for not only had the two 
men fought the last election from the same platform, but 
they probably think more alike in politics than almost any 
other two members of the House. Mr. Scullin put for- 
ward the achievements of the Ministry as the principal 
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igeottod lor xietiiniii% it to office. Mr. LTont treats i&e 
asoard of the Muustry as his principal ground for itrging 
the dectoTS to reject it. The one poritive policy whi^ 
the Labour party pnt forward was a change in the monetaiy 
system. The Commonwealth Bank — or so it seemed from 
the rather vague terms in which the policy was discussed 
— was to become, as the Labour party has always wished 
it to become, a trading bank in active competition over the 
whole range of banking business with the private banks ; a 
distinct central bank was to be created and if the intentions 
of the Ministry were rightly to be gathered from their 
previous banking proposals, the central bank was to be 
subject to political control. At any rate its immediate 
function was thought of by Mr. Scullin in terms of “ re- 
leasing ” sufficient “ credits ” to put all the workless back 
into employment. 

The policy sketched out by Mr. Lyons was even less 
precise than the Prime Minister’s. He traced the dissen- 
sions within the Labour party and the vacillations of 
ministerial policy ; he invited the electors to follow 
Britain’s lead and reject a party which had fallen into 
discredit through failure to deal with economic necessities. 
He made no promises, he asked only for the return of a 
Government which would command confidence at home 
and abroad. He pleaded, like Mr. Ramsay MacDonald, 
for a “ doctor’s mandate.” 

As the campaign wore on, the United Australia party 
leaders introduced a little more definition into their policy. 
Opponents began to recall the stand taken by Mr. Bruce 
and Mr. Latham in 1929, and to predict the abandonment 
of the Commonwealth arbitration system if Mr. Lyons 
were returned to power. Mr. Latham promptly disavowed 
any intention of repeating the experiment of 1929, and 
though (like the Labour party at the preceding election) 
his party was determined to increase the sphere of concilia- 
tion in the arbitral system, he declared that they would 
not introduce any major change without first consulting 
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*ly > people at a refercDdoin. ^nisterialista alao ^aed. 
cfjr that the tariff would be in danger from a Lyona- La t h a m ' 
liiimttry. Thia attack was parried by a dedaration that 
the United Australia party was definitely protectio|ust, 
but that it advocated a sane tariff, based in all cases on rite 
recommendations of the Tariff Board, and adjusted where 
possible so as to extend the area of Empire trading. The. 
onrianght on the tariff led in the last weeks of the Parlia- 
ment by the Nationalist Senators did, however, afford 
ministerialists a colourable ground of attack. United 
Australia party speakers were able to show clearly enough 
that the tariff schedules brought in hastily by the Labour 
Government at intervals ever since it took office bristled 
vnth anomalies and even absurdities, and were imposed 
generally without prior consultation with, and often con- 
trary to the subsequent recommendation of, the Tariff 
Board. Indubitably the tariff stood in need of revision 
— as well as validation — ^at the end of 1931. But Labour 
speakers pointed triumphantly to the fact that at the time 
of the dissolution the Senate had dealt with only the first 
eighteen items on the list, and had reduced thirteen of 
them. Since this fact alone was quite enough to frighten 
electors who had any doubts of the United Australia 
party’s firmness on the tariff issue, and a certain loss of 
support in this issue was inevitable, the leaders of the party 
might well have taken a bolder line about the tariff, and 
so kept their hands quite free to do what the situation 
may turn out to require. But it is easy to say this after 
the event. To have acted in such a way before polling 
day may perhaps have demanded a more robust confidence 
of success than the facts then warranted. 

The Country party did not play as large a part in the 
campaign as might have been expected. Having always 
had to depend on a number of votes in country districts 
which would normally go either to the Nationalists or to 
the Labour party, the Country party has never been able 
to stand openly and uncompromisingly for farming interests, 
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|«iiKmiioe definitely in favour of a downunutd rendoii 
«l dk tariff in order to aff<n-d relief to eiiport iadoatikf 
and to fadHtate an extension of Empire trade. (It wonUl, 
Itowever, be a mistake to suppose that Australia’s poGcy 
for the forthcoming Ottawa Conference was canvassed in 
any serious way during the election campaign.) Dr. Page 
also advocated a number of constitutional amendments, in 
particular one to facilitate the creation of new States. 
Hiis has all along been an objective of the Country party. 
In New South Wales it has recently become a matter of 
considerable importance, since in a number of rural centres 
disgust with Mr. Lang’s administration has produced 
movements for separation from New South Wales. 

As polling day drew near, ministerialists pushed their 
monetary policy as much as they could into the background, 
feeUng apparently that it was unsafe ground to fight on. 
The Opposition, of course, was by no means inclined to 
let it drop. Opposition speakers dwelt on the evils of 
infiation, and claimed that the history of the New South 
Wales Savings Bank showed the insecurity of the people’s 
savings if Governments were allowed to meddle with the 
banks. Thus, instead of a campaign of promises, it de- 
veloped into a campaign of terrors. Each side claimed 
support because of the dangers of putting the other into 
ofiice. But it is very doubtful whether there was much 
public conviction on any of these dangers. There was a 
vast deal of talk during the campaign, but little real excite- 
ment. Feeling not unnaturally ran strongest in New South 
Wales where, in addition to the contest between the Labour 
and anti-Labom: forces, there was a bitter internecine 
battle between the federal and the State Labour groups, 
^ more bitter since the factions were divided by loyalty 
to persons rather than by adherence to principles. Tlw 
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federal Labour grcMip denounced the Lang group as wreck«8 
and as the real enemy the workers, since only in solidanty 
could the dangers of a Lyons-Latham triumph be averted. 
The Lang group denounced the Scullin-Theodore group 
as weak men of compromise, afraid to embrace the only 
policy that would save the workers from exploitation by 
the moneyed interests, and borrowing the only valuable 
elements in their policy from Mr. Lang himself. Mr. 
Lang’s forces concentrated especially upon Mr, Theodore’s 
electorate (Dailey), and only in Dailey was the Mungana 
affair brought into the foreground during the campaign. 
“ Yes, we have no Munganas,” sang Mr. Lang’s supporters 
at Mr. Theodore’s election meetings. 

It was difficult for an impartial observer to suppose that 
the Labour Govcrnmenl stood a chance of being returned 
to office. In its principal stronghold. New South Wales, 
its supporters were bitterly divided, the country districts 
were completely disillusioned about Labour policy, the 
party had lost support everywhere and apparently had not 
gained it anywhere. Mr. Lyons, whose star had latterly 
been a little on the w'ane, came back remarkably into public 
esteem and succeeded in arousing a good deal of enthusiasm 
wherever he went. But only the unbounded optimism of 
Dr. Earle Page, the leader of the Country party, suggested 
a turn-over of public opinion as great as that which the 
polls liavc revealed. On the eve of the election he pro- 
phesied that the Labour party would be lucky to have as 
many as 25 seats in the new Parliament. He was right. 
The Labour party has been swept clean out of Tasmania, 
left with only one scat in South Australia and in Western 
Australia, and reduced to a handful in Victoria and New 
South W ales. Only in Queensland did Labour gain any 
ground. Mr. Scullin went to the polls with 35 supporters. 
He lost 23 of them (including six Ministers) and even his 
two gains in Queensland will, as is shown above, give him 
only 14 seats in the new House. In the Senate election it 
appears probable that tluee anti-Labour Senators will be 
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retorMidmevay State except Queensland. Mr. Lyons w3l 
therefore haTe a loUowing in the Senate of about z8 in « 
House of 36. In the House of Representatives the state 
of parties will be : 


Old Parliament 


Federal Labour 3S 

State Labour 5 

United Australia 23 

Countr7 1 1 

Independent (anti-Labour) . . i 


New Parliament 
H 
4 
39 
16 


75 75 


Mr. Lyons will thus have an absolute majority, without 
needing to rely on the Country party or the two Inde- 
pendents. 

The most obvious feature of the voting is, of course, the 
complete downfall of the Ministry and the heavy anti- 
Labour gains everywhere except in Queensland. In 1929, 
on the industrial arbitration issue, a certain number of 
seats which ordinarily are held by anti-Labour members 
swung over to Labour. It was only to be expected that 
these would definitely revert to anti-Labour at the 1931 
election. This process has certainly taken place. Mr. 
Bruce’s return for Flinders is the outstanding case. Major 
R. G. Casey, until recently Australian Liaison Officer at 
the Cabinet Office in London, has also won a seat in this 
category. But the turn-over is, of course, very much more 
extensive than this. Many seats which have been Labour 
strongholds for years have returned United Australia party 
members. Perhaps the outstanding instance is the Vic- 
torian constituency of Batman in which the Attorney- 
General, Mr. Brennan, has been rejected after having held 
the seat since 1910. Even in seats which have still returned 
Labour members the anti-Labour vote is often larger than 
it has ever been. It is quite clear from this that there is 
something more than the usual set of opinion against a 
Ministry in office. On the other hand, the Labour gains 
in Queensland are commonly attributed to the unpopularity 
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of the Nationaliit Goremment, which hat held office ui 
the State for nearly three years. In Queensland, Labour 
not only held all its existing seats, but actnaUy gained two 
and now holds five out of ten scats. Similar developments, 
however, did not take place either in Western Austraha 
or in Tasmania, both of which have Nationalist Govern- 
ments, and it is obvious that the general loss of confidence 
in Labour is very great. 

In New South Wales the change is the most remarkable 
of all. Mr. Scullin now has three seats only, where he had 
20 a short two years ago, and 14 when he went to the polls. 
Mr. Theodore has been overwhelmingly defeated by a Lang 
group candidate. The Lang group will have four seats — 
a loss of one. So far as the issue in New South Wales was 
one between two rival Labour factions the result has been 
decisive in favour of Mr. Lang. On the primary votes it 
looked very much as though the Lang group would win 
nine New South Wales seats. So bitter, however, was the 
feeling between the rival groups that anything up to half 
of Mr. Scullin’s supporters gave their second preferences 
to the United Australia party rather than to the State 
Labour candidates. This explains the loss of several 
Sydney Labour strongholds to the United Australia party. 
The voting for the Senate candidates, however, reveals 
clearly the triumph of the State Labour group over the 
federal. It has polled nearly 70 per cent, of the total 
Labour vote in New South Wales. Mr. Lang was believed 
to cherish an ambition to enter federal politics, and it is 
understood that the new member for Reid, Mr. Gander, 
is willing to resign at any time to enable him to contest 
the scat. But whether Mr. Lang would find the House 
of Representatives attractive in the new state of parties 
is at present unknown. 

It is always a delicate task to assign afterwards the 
reasons for action which in many cases was probably quite 
unreasoning. But some factors, at any rate, which caused 
the Labour collapse may be isolated with confidence. It 
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has faeea vrdl lemuked that in time* of crisit the electw 
TOtes not so much for men and policies as against themi 
The reasons for voting against Mr. Scullin’s part7 were 
probably very various. Though relatively little was made 
of the Mungana affair, for instance, it left behind it wide- 
spread misgiving and distrust, both of Mr. Theodore 
bimself and of his influence in the counsels of Mr. ScuUin. 
Again, the career of Mr. Lang has undoubtedly lost the 
Labour party a great deal of support, not only in New 
South Wales itself but throughout the Commonwealth. 
The elector was quite unconvinced by the fact that Mr. 
ScuUin and Mr. Lang were fighting each other ; they were 
both Labour men, he argued, and what is Mr. Lang’s poUcy 
to-day may very weU be Mr. ScuUin’ s poUcy to-morrow. 
The history of the State Savings Bank in New South Wales 
was a telling argument against Labour policy everywhere. 
Thousands of votes against Federal Labour were votes 
against Mr. Lang. It is not only in New South Wales 
that Mr. Lang has smashed the Federal Labour party. 
But over and above aU other reasons for rejecting Mr. 
ScuUin there lay the feeling, which was not altogether 
fair to him, that he had failed to put the country in the 
way of prosperity, that the present burden of unemploy- 
ment is intolerable and that somehow or other a change 
might do good. 

On the morrow of the election Mr. ScuUin resigned and 
Mr. Lyons was commissioned to form a Ministry. Mr. 
Lyons was anxious to broaden the basis of his administration 
as much as possible, and accordingly offered three port- 
folios to the Country party — ^which had increased its repre- 
sentation by nearly 50 per cent., having swept Labour out 
of the country constituencies in New South Wales. This 
offer was refused. The Country party decided that the only 
terms on which it would enter the Ministry would include 
the offer of the portfolio of Trade and Customs to its 
leader. Dr. Page’s party wiU therefore remain outside the 
Ministry as “ benevolent critics.” It is quite clear from 
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this that tarifi revision vnll'be the grand issue in the new 
Parhament.* 

The new Ministry will have a clear enough majority, but 
very grave problems to face. It is perhaps rather a pity 
that there has been so much talk since the election of better 
times ahead for all, and work for the workless. On the 
other hand the new Ministry comes in on a powerful wave 
of national support and will doubtless command general 
approval if it rises above party and faces the problems ahead 
of it in a truly national spirit. The leaders themselves are 
vigorously alive to this. Perhaps the most serious element 
in the situation is the smashing of the parliamentary Labour 
party. Mo^’cments are already afoot to try to heal the 
breach between the two wings of the movement. In the 
hour of weakness of the parliamentary party, it is very likely 
that the industrial section will gain control of the entire 
organisation, and that during this period of opposition the 
whole party will swing definitely towards the left. The 
result of the Senate polling in New South Wales shows 
how strong a grip the industrial section has, in that State 
at any rate. If the result of this election is ultimately to 
eliminate the Sciillin group from the party organisation as 
well as from the House, Australia will have, very soon, to 
face the issue which New South Wales has had to face in 
the last few months. The contest will be, not who 
is to work existing institutions, but whether existing 
institutions are to survive. Australia looks to the new 
Government to show that existing institutions can work, 
and can bring prosperity to the people. 


Mr. Latham ; Dcfciire-, SirGcorKc Pcarcc ; Trade and Customs, Mr. Gullett ; 

Postmaster-General, Mr. Fenton ; -Markets and T — 'Tr ; 

Home .Mlairs, Mr. Parkliil); Health, Mr. Marr. '. • !’-■ ;■ !.■<■ 

Executive Council, .Mr. McLachlan . with Messrs. Bruce, Massy-Greene, 
Francis and Perkins as Honorary Ministers. 
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II. The Reduction of Interest 

T he Premiers’ Conference of May 25 to June 

1931*, resolved that the reduction of wages that had 
been brought about by alterations of industrial awards, 
the reduction of 20 per cent, in adjustable government 
expenditure, and the conversion of the internal debts of 
the Commonwealth and State Governments at an arbit- 
rarily reduced rate of interest should be accompanied 
by a reduction of rates of interest on mortgages and 
on the deposits and advances of trading and savings banks. 
With the fall in prices since 1929, payment of interest at 
the rates hitherto prevailing, the Conference considered, 
had become an intolerable burden on all industry, whereas 
a lower rate of interest would, it thought, reduce costs and 
so assist industry to recover and stimulate employment. 

These reductions have now been made by legislation 
in the States. But, once launched on the task of rectifying 
contracts, the legislatures found they had to go further 
than the Premiers contemplated in their plan ; and to-day, 
six months after the Conference, Bills to alter contracts 
are still being discussed, and more may follow. 

In a report to the Conference a committee of under- 
treasurers and economists had recommended that a 
reduction of 15 per cent, should be made in the net return 
on fixed money claims. This was to be in addition to a 
special tax of yi per cent., to which incomes from property 
are already subjected. The Conference added these two 
amounts together and decided that the conversion of 
government loans should be at a reduction of 22f per cent., 
or 4s. 6d. in the pound, of the former rate of interest. This 
reduction of 22^ per cent, won widespread approval, be- 

• See Th£ Round Table, No. 84, September 1931, pp. 894-903, and 
Proceedings and Decisions of the Conference in Commonwealth Paper 
No. 236 of 1931, p. 172 ; see also The Round Table, No. 85, December 
»93i.PP-I74-‘76. 
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caoM it was thoaght to be about the percentage by which 
wages had faUea since the onset of the financial crisis. 
It was well known to the Conference that many holders of 
fixed money claims had suffered, through non-payment, a 
redaction in income of much more than 22f per cent., 
but the Conference considered it necessary to reduce 
SQch fixed money claims as had not already been diminished 
in order to make possible the other economies that were 
essential to prevent a collapse. Legislatures therefore 
adopted Bills based on a draft submitted to the Conference, 
the effect of which would be to reduce interest on mort- 


gages in the same ratio of 4s. 6d. in the pound, but not to 
a rate of less than 5 per cent, of the principal except in the 
case of debentures in New South Wales, on which the rate 
may be reduced to 4 percent. In Victoria, New South Wales, 
Western Australia and Tasmania this reduction is applied by 
law without the borrowers having to take any step. It is left 
to the holder of the mortgage to apply to the courts if he 
wishes relief from the reduction. In Queensland and South 


Australia the reduction is made by agreement between the 
parties, but if there is a dispute the mortgagor has the 
right to apply to the court to have the reduction made. 
Similar provisions apply to interest payable on contracts 
for the purchase of land by instalments and on hire-purchase 
agreements. In most of the States the rights of mortgage 
holders and vendors of land to recover principal sums by 
legal action, sale or foreclosure are now to be exercised 
only by order of a court ; but in some States the legislation 
has been so worded as not to prevent a mortgage holder 
from agreeing to accept payment of an overdue mortgage 
by advancing a new loan at 6 per cent., in which case tL 
mortgagor cannot obtain a protection order. The interest 

tk loans of local authorities is simiUrV reduced. Some 
0 the State, exclude banks, others include them in these 
povismu, , but ever,. State there have been reduction, 
both td overdraft and fixed deposit mes. In addition to 
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due geaeanl kgislal^n» some Sutes have passed spedd 
legislatwii fen: the protection from their Crethtors cil 
humers and unemployed tenants of houses. Interest 
payable under contracts which give no security ovet 
property is not affected by the legislation. Interest on new 
mortgages is not affected, but the rate is tending downwards. 
In New South Wales and Victoria all rents have been 
reduced by 4s. 6d. in the pound. In New South Wales 
also the rate of dividend on preference shares fixed by the 
memoranda and articles of companies has been reduced 
by 48. 6d. in the pound. 

liie periods for which these alterations are to remain 
in force vary. In some States mortgage interest is reduced 
for the whole term of the mortgage; in others for one 
to three years. In New South Wales no term is fixed 
for the reduction of dividends on preference shares, but 
it is f ossible to avoid the reduction by reconstruction 
of the company. The reduction of rents lasts only until 
December, 1932. 

It is difficult to assess the effect of these statutory inter- 
ferences with private contracts. Very large sums of idle 
money are accumulating; but how far disinclination to 
invest is due to the fear of legislation that might affect 
the lender’s or investor’s rights, and how far to uncertainty 
as to present values and future prices, no one can say. 
Australia has long been accustomed to much parliamentary 
regulation of private affairs, and it may be that the latest 
extension of such interference will have fewer ill results 
than in a country less disciplined in the past. 

As to the reduction of costs, a saving of less than a quarter 
of the interest on borrowed money used in industry seems 
too small to have much direct effect on manufacturing 
costs ; but the saving will greatly assist farmers and 
graziers who have incurred charges on their properties 
based on values far in excess of what is justified by the 
present price of their products. Whether or not an 
important reduction of costs has been achieved, it seems 
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clear that the legislation is far from bringing about aa 
equality of loss, either present or future, among lenders 
and investors. If adjustment of the burden of mon^ 
claims to changes in the value of money is to be a permanent 
object of policy, there would be a nearer approach to 
equality if the amount of all future debts could be made to 
vary with some general index of prices. 

The effect of the world economic crisis on Australia, 
and the means taken to combat it by Parliament and 
industrial tribunals, may be summarised. Prices realised 
in Australia for the principal exports have fallen on the 
average since 1928-29 by over 50 per cent. ; in terms of 
gold, the prices are only 30 per cent, of what they were 
some few years ago. The n.'tional income, ,^650 million 
in 1928-29, was probably no more than £460 million 
in 1930-31 ; unemployment, in normal times about 8 per 
cent., but as high as 13 per cent, in 1929, now stands at 
28 per cent. The total deficits of Governments, Federal 
and State, which were £31 million in 1930-31, and 
threatened to grow to million in 1931-32, will be 
reduced according to the revised budgets to ;^i8 million 
in the current year; results so far indicate a further 
improvement on the budget estimates. Interest payments 
on loans contracted in Australia by Governments and local 
authorities arc reduced by 224 per cent, of their former 
amount ; this reduction runs for the whole term of the 
converted securities— varying from 7 years to 40 years. 
Nearly the whole of the interest payable on mortgages and 
contracts of purchase of land is reduced by 22i per cent, 
of the former amount; this reduction— unless there is 
further legislation — will last on an average not more than 
two years. Wages in most of the industries under awards 
of the Federal Arbitration Court have been reduced on the 
average by 28 per cent, below the rates prevailing in 1929 ; 
this reduction, however, varies from quarter to quarter 
with the Commonwealth Statistician’s index number of 
retail food prices and house rentals. The State industrial 
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coarts ^«xcept in New South Wales) have also made 
substantial reactions of wages. 

These readjustments in the distribution of the country’s 
income have been accepted with unexpected readiness, 
and the disturbance to business has been surprisingly smalL 
Not a little of this adaptability must be attributed to the 
widespread knowledge of the price-index just mentioned, 
which by its use in the Arbitration Courts has assisted the 
public to think of money incomes in terms of purchasing 
power. There has, inevitably, been much hardship from 
loss of income, but the appearance of fairness presented by 
the scheme of adjustment has been a great assistance in 
procuring its acceptance. 

Australia. 

December 31, 1931. 


PoSTSCRIPr 

It was announced in The Times^ February ii, 1932, that 
Mr. Bruce, formerly Prime Minister of the Commonwealth, 
and a member of the present Australian Cabinet, will head 
the Australian delegation at Ottawa, and that after the 
Conference he will act as Minister representing the Com- 
monwealth in London. The appointment of a resident 
Minister in London, to take over at least temporarily the 
functions of the High Commissioner, is a development of 
great significance in the political relations of the Empire. 
(See The Round Table, No. 64, September 1926, p. 682 ; 
No. 66, March 1927, p. 231 ; and No. 81, December 1930, 
p. 100.) 



SOUTH AFRICA 


L The Political Situation 

A t the moment the political situation in South Africa 
turns upon the controversy over the gold standard. 
The Government have linlrd their fate with its main- 
tenance, and all our resources and all the party loyalty of 
their supporters in the country will be drawn upon to the 
utmost to avoid defeat. As this question is dealt with in 
another section, there remain under this heading only one 
or two matters of which something will be heard during 
the ensuing sitting of Parliament, but which are not at 
present in the first line of public interest. The Bills 
dealing with the representation of natives and coloured 
persons in Parliament are still before the Joint Committee 
of both Houses, which has been reconstituted for the 
session. It is apparently expected that the Bills will 
be finally reported during this session, and that they will 
be accepted or rejected by the present Parliament, so that 
in the event of rejection a general election can be fought 
on that issue. So far, the proceedings in the Joint Com- 
mittee have been kept entirely secret ; hence it is impos- 
sible to forecast in what form the Bills will emerge from it, 
or what amount of support the final report will receive in 
the Committee. The appointment of the Committee was 
welcomed as an attempt to remove from the arena of party 
controversy legislation on a matter lying so close to the 
roots of our political life. Experience in the gold standard 
controversy, however, has led many to doubt whether 
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l&e private jadgment of members who support the Goveniri, ' 
mmit will ever be allowed to run counter to the dahus of 
party loyalty. 

Anot^r of our many racial complications is at present 
the subject of a conference, a sort of small scale Round 
Table (inference, between the Union Government and 
the Government of India. The main subject of this con- 
ference is the agreement, or agreed statement of policy, 
which was adopted and published after the meeting of a 
similar conference in 1927. That event marked the 
opening of a new epoch in the relations between India and 
the Union. For the first time the representatives of the 
two Governments met in conference to discuss the many 
difficult and delicate problems arising from the relations of 
the European and Indian populations in South Africa. Such 
a meeting involved for each side a departure from its tradi- 
tional position. The Union conceded to the Indian 
Government a right to interest itself in, and make represen- 
tations about, the condition of the Indian population here 
in respect of the domestic legislation of the Union. The 
Indian Government, on its side, accepted the policy of the 
Union Government to reduce as far as possible by repatria- 
tion the numbers of its Indian population, and was prepared 
to lend its assistance to a scheme whereby repatriation 
should be promoted on a more extensive scale than hitherto. 
From the conference there resulted an agreed statement 
of policy in regard to the status of Indians in the Union 
on the one hand, and on the other to the assistance to be 
given by the Indian Government to a more generous 
and efficient scheme for encouraging the emigration of 
Indians from South Africa. But perhaps a more important 
result of the conference was the appointment by the 
Government of India of an Agent-General in the Union. 
That step and the fact that the first Agent-General was 
the Right Hon. Srinivasa Sastri gave South Africa an 
entirely new outlook as regards India and its people. His 
successor. Sir Kurma Reddi, has well and ably carried on 
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the work which he took over, and, though outwardly the 
difficulties arising from the presence in South Africa of 
a comparatively large and progressively assertive Indian 
population do not seem to be nearer solution, the two 
Governments have been brought into friendly relations, 
and full and frank discussion has replaced an atmosphere of 
misunderstanding and protest. 

It was a tacit understanding at the previous conference 
that the position should be reviewed in, say, five years’ 
time, and this review is now in progress in the form of a 
second conference. The former conference was a meeting 
of members of the Union Government on the one side and the 
representatives of the Government of India on the other. 
There was, however, a tacit understanding between the 
Government and the Oppi sition, which on the whole has 
been loyally observed, that the Indian question should as 
far as possible be kept out of party politics. On this occasion 
the Union is represented at the conference by three Minis- 
ters and two members of the South African party, so that 
any agreement which may be come to may be regarded 
as the joint responsibility of both the main political parties. 
The policy of repatriation contemplated by the existing 
agreement has not fulfilled the expectations that were 
formed of it by the Union, and it is generally recognised that 
if any sitnplific.ation of our problem is to be found in the 
emigration of Indians now in South Africa it will not be 
along the old lines of repatriation to India. Whether the 
present conference will result in a new agreement on 
different lines, or will be content with an interchange of 
views and the maintenance of existing relations, will be a 
matter of history before this appears. In any case our Indian 
question -the impact of the Indian upon the European 
population, growing m extent and intensity as the Indians 
advance in education and competitive efficiency— wiU be 
with us for many years still. 

The financial outlool is far from reassuring. In spite of 
economies boll, in the general government services and in 
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tile raOxii^admiiustratk^ tke curreat fear of «ccoaat 
end with snbstahtial deficits. Further retrenchment and 
taxation appear to be inevitable and will prevent or neur 
tralise any appreciable fall in costs such as the champions of 
the gold standard have promised us. The position of the 
agricultural industries is in many parts of the country 
almost desperate. Fortunately the gold mines of the Trans- 
vaal maintain to the full, or even exceed, their past records 
of production. That alone stands between us and much 
more serious trouble. 


II. The Battle of the Gold Standard 

D uring the past three months the burning questions 
of the hour, discussed ceaselessly from the platform, 
in the press, and in private conversation even among 
persons who normally evince little interest in politics or 
economics, have been whether South Africa will leave the 
gold standard and, if so, when. In attempting to answer 
these questions account must be taken of two separate 
and partly independent factors — the financial and the 
political. 

The chief financial difficulties which the Government 
have had to face in carrying out their policy have been due 
to the great outflow of capital to London, mainly for more 
or less speculative purposes, the reluctance of many 
exporters to sell at present prices, and the refusal of 
owners of funds outside the Union to bring them into the 
country, until compelled by sheer necessity to do so, in 
face of the heavy loss to be incurred by realising depreciated 
sterling. The combined result of these factors has been 
that, in spite of “ rationing,” the demand for foreign 
exchange has been quite abnormally large, while the supply 
has been unusually small. 

Until the beginning of November the excess demand 
for sterling was met almost entirely out of the London 
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of the Resenre Bank, which on Septemher l8 
amounted to nearly millions. By Novem^ 6 these 
had been completely exhausted, and the sole liquid asset 
remaining to the Bank was its ^Id holding of slightly 
over £€ millions, almost all of which was required as legal 
backing for its notes and other liabilities. It was known 
that the efforts which had been made to raise a foreign 
loan in New York, Paris or Amsterdam had resulted in 
failure, and during the first days of November it appeared 
probable that the gold standard might be abandoned at 
any moment. 

Towards the end of the second week of November, 
however, it became known that the Government had 
succeeded in inducing the two principal commercial banks 
to undertake to contribute to an exchange pool the sum 
of £5 millions from their London assets. At the same 
time the Reserve Bank rate was belatedly raised from 5 
per cent, to 6 per cent., thus permitting, in terms of the 
Currency and Banking Act, a reduction in its legal ratio 
of gold reserves to liabilities to the public from 40 per 
cent, to 324 per cent., and making available for export in 
support of the exchange an additional ^1,150,000; and it 
was announced that If necessary the conditions of the Act 
would be modified to allow of the disposal of additional 
quantities of gold without increasing the bank rate to the 
level laid down in the Act. 

It is no secret that the commercial banks consented 
to subscribe their share of the pool only with the very 
greatest reluctance. In contrast to the Reserve Bank, 
which had had its liabilities entirely in the Union but its- 
assets largely in London, and which had therefore suffered 
very heavy losses, the commercial banb’ liabilities and 
assets outside the Union were on September 19 approxi- 
mately equal. They had, therefore, hitherto suffered 
practically no losses, and, so long as they were able to 
maintain this balanced position, any alteration in the 
exchange rates would affect their liabilities equally with 
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tMr as$eta mA tbef could view with equaniuu^ even 
most violent fluctuations. Once, however, th^ Ji«d 
reduced their London assets without a corresponding, 
redttctbn in their London liabilities, any improvement in 
sterling relatively to the South African pound would 
involve a greater increase in their liabilitiw than in their 
assets and would involve them in serious loss. 

As the negotiations were carried on in secrecy, the means 
by which the Government induced the banks to abandon 
their balanced position and to undertake what was, in 
essence, a large-scale speculation in foreign exchange, are 
of course not known. It is, however, possible to make 
certain guesses which are probably not far from the truth. 

In the first place, the commercial banks were at that 
moment in an economically vulnerable position. In order 
to pay for the abnormal quantities of foreign exchange 
which they had bought from the Reserve Bank to sell to 
their customers, they had already rediscounted practically 
all the eligible local bills which they had in their portfolios, 
and had probably been compelled to avail themselves of 
other facilities besides. The curtailment or withdrawal of 
these facilities by the Reserve Bank would have rendered 
them unable to pay for the legitimate exchange require- 
ments of their customers, and they would have been 
compelled either to sell exchange for which they had not 
obtained cover (which was, of course, just what the 
Government was trying to induce them to do), or rigorously 
to curtail their sales of exchange. This latter step, while 
offending many valued clients, would have been of no real 
help to the banks, for the Reserve Bank could then have 
sold exchange to their customers direct, receiving payment 
in the form of cheques drawn on the commercial banks. 
The consequent heavy adverse clearing balance with the 
Reserve Bank would have depleted their balances with that 
institution, and in the absence of rediscount or other 
facilities would ultimately have caused their reserves to 
fall below the legal minimum, thus rendering the banks 
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liable to the heavy p^Mlties laid down in the Currency and 
Banking Act, 

The obvious counter to this would have been for the 
commercial banks to strike at the Reserve Bank’s source of 
supply of foreign exchange by outbidding it for the nwgold 
coming from the mines ; but the Government intimated 
that they were not prepared to allow this, and that if such 
measures were attempted they would take powers to compeh 
the mines to sell their output to the Reserve Bank only. 

The only line of defence still left open to the commer- 
cial banks was the rigorous restriction of advances, thus 
checking imports and compelling some owners of money 
outside the Union to bring it home. This action the 
banks have taken, so far a> is possible without imposing too 
drastic a handicap on the business of the country, but its 
effects are necessarily slow. 

On the economic side, therefore, the banks were faced 
with the choice between acceding to the Government’s 
demands or being placed in a position in which they would 
be compelled to incur legal penalties. It is possible that 
if they had stood firm the Government’s legal powers 
would have proved impossible to enforce without bringing 
to a standstill the whole business of the country. This, 
however, would have involved the banks in a direct political 
struggle, probably tinged, since both the chief banks are 
now London companies, with more than a trace of racialism ; 
furthermore the Government let it be seen that it held 
behind its back the weapon of a State bank, and while 
in normal times the commercial banks would probably 
regard the institution of such a bank with nothing more 
than annoyance, the threat of the institution of a State 
bank in circum.stances which might give it the support 
of a strong wave of racial feeling could hardly be regarded 
with equanimity. Even if the banks had been successful 
in standing out, their open defiance of the Government 
would have involved them in an exceedingly bitter political 
controversy, which would probably have resulted in the 
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pertuaeaA «8tniige^ of a large section of their coii- 
tomets and would have laid them open to various fcwsts 
of official persecution, perhaps for man^ years. On the 
whole it is not surprising that they allowed themsdves 
to be coerced into promising to use £5,000,000 of their 
London assets to support the South African pound and 
the Government’s policy. 

Whether this will in fact result in serious loss to them 
is still in doubt. After completing their contribution to 
the pool the banks will have sold £5,000,000 of sterling 
in exchange for little more than £3,650,000 in South 
African currency. If they can subsequently buy the 
whole amount back at approximately the same rate they 
will, of course, suffer no loss ; but if, before they have 
replaced it, the British pound appreciates in terms of 
South African money, they will need to pay for it sub- 
stantially more than they have received, while if the British 
pound returns to parity with gold, or the South African 
pound falls to parity with sterling, before they have re- 
placed any of it, they -will suffer a loss of over £1,300,000. 
This loss, while serious, would not be disastrous, for the 
amount is covered several times over by existing reserves. 
The effect of the position is, however, to be seen in the 
heavy fall which has taken place in the values of South 
African banking shares. 

Shortly after the inauguration of the exchange pool a 
special session of Parliament was held, and the alterations 
in the Currency and Banking Act were legalised. In 
addition, the Government took powers to make regulations 
having the force of law “ in regard to any matter directly 
or indirectly relating to currency, banking, or exchanges ” 
and to “ suspend any Act of Parliament or any other law 
relating to currency, banking, or exchanges.” The Govern- 
ment’s legal powers under this Act appear to be almost 
infinitely wide. 

Since the formation of the pool the technical exchange 
position has become very much easier. Between Novem- 
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her 6 and December ji the Reserve Bank Increased its 
holding of gold from £6,oyi,ooo to 104,000 and its 
holding of foreign bills from nil to j^4i,ooo. Even, there^ 
fore, if we assume that the commercial banks had bf the 
end of the year contributed the whole of their promised 
£^,000,000 to the pool, the net loss of foreign exchange 
and gold to the country as a whole was less than £3,000,000 
in eight weeks, as compared with a loss of nearly £6,300,000 
in the seven weeks from September 1 8 to November 6. 
Furthermore, it appears that the intense financial stringency 
is now beginning to have its effect in a marked reduction of 
imports, while it is believed that some of the funds at 
present being held by Union nationals outside the Union 
will soon be forced to rc;i rn. From the purely exchange 
standpoint, therefore, the Union should now be able to 
maintain the gold standard for several months and perhaps 
permanently. 

While, however, on the economic side the Government’s 
difficulties have diminished, on the political side they have 
greatly increased. Public opinion throughout the country 
appears to become more and more hostile to the Govern- 
ment’s policy, and many different sections of the com- 
munity are demanding the abandonment of the gold 
standard, which, it is generally believed, would be followed 
by a return of South African currency to parity with 
sterling, a rise in the apparent price received by the South 
African exporter and the end, or at least the marked 
alleviation, of many economic troubles. 

In the opinion of the writer it is unlikely that, in the 
absence of inflation, the abandonment of the gold standard 
would in fact result in the permanent establishment of the 
South African pound at parity with sterling. Thanks to 
the gold mines, the economic position of this country is 
fundamentally strong, and the return of the South African 
pound to parity with sterling would probably be followed 
by an inflow of capital almost as large as the abnormal 
outflow which has been causing so much trouble during 
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^ la^t few lEUMtdts. This would not improbably cattte 
the South African pound to rise again to a premium over 
sterling, and thereafter to hover, with considerable fluctua- 
tions, somewhere between parity with sterling and parity 
with gold. 

However this may be, the wool farmer, at present receiv- 
ing an average price of about 5d. per lb. for his wool, in 
place of the is. 3d. of three years ago ; the producer of 
hides and skins, the prices of some types of which barely 
cover cost of transport ; exporters of fruit, wine, eggs and 
dairy produce, now dependent almost entirely on the 
British market, all believe that the abandonment of the gold 
standard would bring an increase of nearly 40 per cent, in 
the price which they receive for their produce, and the 
disappearance of the imminent threat of bankruptcy which 
hangs over many of those who have bought and mortgaged 
their farms at the grossly inflated prices of land which have 
ruled during the past few years.* The man dependent on 
overseas or Rhodesian dividends, remittances, or pension 
believes that it will mean the restoration of his income to 
its former level. The hotel keeper hopes for the removal 
of the check which the adverse exchange rate is causing 
to the tourist industry, both from Rhodesia and from 
overseas. Business men generally expect the disappearance 
of the element of uncertainty which the absence of a forward 
exchange market makes inevitable during a period of 
fluctuating exchange rates ; for the removal of the existing 
restrictions on the sales of exchange by the banks ; and for 
some relaxation of the present acute financial stringency. 
More important still, to the gold-mining industry it 
seems to offer the long-sought opportunity of rendering 
profitable the working of the great masses of low grade ore 
which at present lie just below the margin of profitability, 

• Local manufaciurers likewise hope to enjoy a decrease in the severity 
of the competition from imported goods, and to recover their Rhodesian 
markets, which they are now in danger of losing almost entirely since both 
Rhode lias hare followed sterling. 
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aod a great extension nf the lives of the mines ; ishfe w 
the gold-mining shareholder it ap^rs to offer h^r 
dividends, reduced need for amortisation, and a considerable 
appreciation in the capital value of his holding. 

To all these and many others the gold standard appears 
as a barrier inexplicably maintained by a tyrannical Govern- 
ment to prevent them from entering the promised land, 
and in the circumstances it is not surprising that the 
agitation for leaving it has now attained very considerable 
proportions, even in quarters which normally support the 
Government. After some hesitation, the leaders and press 
of the Opposition are now lending to this agitation their 
fullest support, and the South African party have thereby 
obtained the first generally popular plank in their programme 
that they have had for years. 

In face of this agitation the Government have hitherto 
maintained a bold front. They state that they are 
absolutely determined to stay on the gold standard, that 
they are confident of their ability to do so, and that nothing 
and nobody will divert them from their chosen path. 
This determination they support by various arguments. 
In the first place it is claimed that the competitive advan- 
tage which the countries that have left the gold standard 
have obtained is only temporary, that the price and wage 
levels.in these countries will in due course adjust themselves 
to world parity, and that the present difficulties of this 
country will gradually disappear. Meanwhile they have 
arranged to assist the producer for export during the period 
of transition by giving a subsidy for one year of lo per cent, 
(in a few cases 15 per cent.) on all exports of primary- 
produce except gold, diamonds and sugar. The subsidy, 
which is financed by a 5 per cent, primage duty on all 
imports, is to be paid direct to the producer, and it 
is understood that the administration of the scheme 
has hitherto encountered some practical difficulties. In 
addition, a dumping duty, equal to the exchange 
depreciation in excess of 10 per cent., has been imposed 
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m ^mpam £peun countries of the ^Id standM^ 

«re considered to compete with local production. 

The Government’s faith in the temporary nature of oO^ 
producers’ difficulties would be more easily shared if 
were indeed mainly due, as the Opposition also is indined 
to infer, to the widespread abandonment of gold. In fact, 
however, it seems probable that they are due rather to the 
lack of internal adjustment to the continued fall in world 
prices, and it may be doubted if our exporters would have 
been very much better off even if Great Britain were still 
on the gold standard. He is a bold man who would 
definitely commit himself to the prophecy of any sub- 
stantial rise in world prices in the near future. 

Another argument which is frequently used by supporters 
of the Government’s policy is that the abandonment of gold 
would be followed by a large and rapid rise in prices, followed 
by demands for higher wages and a period of acute labour 
troubles. It is of course probable that the mine-workers 
would demand a share of any increased profits earned by 
the gold mines, and their example would possibly be 
followed to some extent by workers in other industries. 
There would also be a considerable rise in the prices of 
imported goods (though the consumer does not seem as 
yet to have benefited from their fall to any great extent). 
Nevertheless, judging from the experience of other countries, 
in the absence of inflation, it would appear unnecessary 
for the cost of living to rise by more than, say, 5 per cent. 
The fear of a large and rapid rise would, therefore, seem 
to be due to some expectation of inflation. No doubt 
many of the interests now pressing for the abandonment of 
gold would be disappointed at its results, and would then 
proceed to press for some measure of inflation, open or con- 
cealed ; but this could only take place through the action 
or negligence of the Government, and for the Government 
to assume that the abandonment of gold would be followed 
by inflation is tantamount to their expressing a lack of 
confidence in themselves. 
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Anotber and very strong reason for the Goveniin^t*t 
policy is that they will th^eby save not much less than 
£i,ooofiOO per annum on the interest on the country’s 
foreign debt. This will be more than welcome to our 
Finance Minister, Mr. Havenga, or rather, since much of 
this debt was incurred on behalf of the railways, to both 
Mr. Havenga and Mr. Malan, Minister of Railways, both 
of whose accounts would otherwise probably show a very 
substantial deficit on the year. 

Finally, there has been some tendency on the part of 
certain members of the Cabinet to leave the narrow and 
thorny by-ways of economic theory for the broad and well- 
trodden highway of political rhodomontade. According to 
them, to leave gold would be to acknowledge that the 
Union is the economic slave of England, whereas to stay 
on gold is a sign of our growing independence, economic 
as well as political, from the hampering and ignoble fetters 
of the British Empire. He who thinks otherwise is no 
true South African, To make the Union’s economic 
independence even more manifest, we are now promised a 
new currency with a good South African name, subdivided 
on the decimal system. The change-over, at a time when 
there are already a fair number of complications in the way 
of trade, will scarcely be welcomed by the business com- 
munity j and it is hard to see in what way it can provide 
any remedy or alleviation for our present difficulties. 

The palliatives offered by the Government appear to 
have gone some way towards satisfying local manufac- 
turers, but by the farmers they are declared to be altogether 
inadequate. The agitation for abandonment grows from- 
day to day, and it seems not unlikely that the Government 
ThL supporters 

rumours are 
their policy 
test the feel: 
they will be 
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butdusfs; that tluT’wi]! take advantage erf i^mfirodiiclIiHt 
erf the newenrrene^ to camoufage a measure erf daral«ati(rfi» 
thus keepingithe letter of their undertaking to remain on 
the gold standard. 

On the whole, it seems probable, though bjr no means 
certain, that none of these things will happen. TTie 
Government missed their chance of sliding gracefuUjr off 
the gold standard when thej^ insisted on coercing the banka 
last November. They could easily have failed to do so, 
and could have then covered their retreat by laying the 
blame on the banks. Now that the physical necessity of 
the step is more remote, it will be difficult for them to 
abandon the position they have so emphatically taken up. 
Further (though this argument may carry only a doubtful 
weight), after conscripting the banks to become their allies 
in the battle in defence of the gold standard, to betray 
them deliberately to heavy losses would be one of the 
meanest actions in the political history of the country. 
It is even less likely that the Government would choose 
this singularly unpropitious moment to go to the country. 
Parliament has more than two years of life left, and there is 
always the hope that by 1934 the worst of the depression 
will be over and the farmers ready to listen to the well- 
worn speeches of their leaders once again. Again, the 
Nationalist back-benchers are good party men, and while 
it is not inconceivable that they might carry their revolt 
into the division lobbies, it is more probable that they wiU 
be satisfied by further palliatives and will avoid the necessity 
for an immediate election, which would result only too 
probably in the accession to power of the hated Opposition. 
The devaluation rumour is more credible. But it has 
received no sort of confirmation from any responsible 
source, and must for the present be disbelieved. 

On the whole, it seems probable that this Parliament 
will run its full course, and that the Government will 
maintain their policy, although they will probably have to 
give various further sops in the shape of increased tariffs, 
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boantiet and tabudies in order to prevent their folhnwr# 
from getting out of hand. Unfortunately they have at 
yet shown little sign of realising what are the necesaaiy 
economic concomitants of their policy. For any one 
country, while keeping its currency at parity with gold, 
to attempt to maintain a more or less fixed level of prices 
and wages in the face of a continuous fall in the world 
price level must result in a position of extreme economic 
disequilibrium, maintainable only with the help of a large 
assortment of artificial props. 

It is true that the Wage Board has recently shovm 
rather more appreciation of what is economicaUy possible 
in making awards, while the ill-effects of wage-fixation 
by law appear to an increasing extent to be palliated by 
“widespread and systematic evasion.” Nevertheless the 
majority of skilled and semi-skilled wage rates are still 
legally fixed at high levels under the Wage Act and the 
Industrial Conciliation Act ; prices of wheat and sugar 
are to all intents and purposes fixed by law at something 
over twice the world level ; prices of maize, butter and 
cheese are maintained by an artificial local scarcity caused 
by compulsory export. Prices of imported goods are 
maintained and increased by customs, primage and 
dumping duties. Since 1928 the cost of living (food, fuel, 
light and rent) has fallen by little more than 5 per cent., 
while more or less comparable falls abroad are : in the United 
States 15 per cent., and in the United Kingdom 12 per 
cent, in terms of sterling and 36 per cent, in terms of 
gold. 

In the circumstances, the outlook for this country is. 
not cheerful. The present indications are for continued 
artificial aids to producers at the expense of the taxpayer ; 
the continuation of exchange restrictions for an indefinite 
period ; and a continuation and intensification of the 
present financial stringency, which under free competition 
would lead to a lower price level, but in the artificial 
conditions here prevailing is more likely to result in 
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decseased Goaaumptm at existii^ prices, a funher &1| 
in prodnction and imports, a rising level of anemployment» 
and a general intensification of the depression. In the 
long run, of course, if world conditions do not improve, 
something must break ; but whether it will be the gold 
standard or the arbitrarily fixed level of prices and wages 
it is as yet impossible to say. 

Note. 

Since the above was written, the Reserve Bank has issued a state- 
ment in which it announces that in view of the large surplus of 
visible exports millions for 1931, compared with ,^17*1 

millions for 1930), and a considerable estimated reduction in thfc 
net total of invisible imports, it considers that this country can 
maintain the gold standard permanently, even in the absence of 
overseas loans. 

Subsequently the Government announced the following increases 
in export subsidies : wool and mohair, from 10 per cent, to 25 per 
cent, ; fresh frozen meat, from 10 per cent, to 20 per cent. ; fresh 
fruit and eggs, from i s per cent, to 20 per cent. 

The cost of the additional subsidies is estimated to be in the 
neighbourhood of £i million, and it is not yet clear how they will 
be financed. 

These measures will have two mutually compensating effects on 
the position of the commercial banks. On the one hand the unlimited 
selling of exchange by the Reserve Bank to customers of the com- 
mercial banks will tend to cause these banks to require additional 
rediscount and other facilities from the Reserve Bank ; on the 
other, the disappearance of the “ outside ” market for exchange and 
the greater willingness of producers to export in consequence of the 
increased export subsidies should enable the commercial banks to 
purchase increased quantities of exchange, to sell exchange more 
freely themselves, and to reduce the necessity for their customers 
to have recourse to the Reserve Bank. 

South Africa. 

January 1932. 
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I. The Coalition 

I T was explained in our last article that the United 
and Reform parties eventually came together as the 
outcome of a series of sittings of a special economic com- 
mittee, drawn from all parties in the House of Representa- 
tives, to consider the state of the country. It was never 
expected that Labour would enter into any coalition with 
the other parties, and the statements of Labour members 
of the special committee in the House on September 1 8 
confirmed that opinion. 

On the same day the Prime Minister, Mr. Forbes, 
declared that the information so far laid before the com- 
mittee made it clear that action must be taken with regard 
to the finances of the Dominion, and that “ as a result of 
conferences between representatives of the Opposition 
(Reform) and Government (United) parties in the House 
the two parties had agreed to form a coalition Government.” 
The next day he definitely announced that he could not 
allow the committee to continue “ unless an agreement 
was come to for the formation of a national Government 
and the postponement of the elections.” The leader of the 
Reform party declared that he must consult his party, 
and the committee, for practical purposes, ceased to 
exist. 

When the House met on September 22 , Mr. Forbes 
announced the formation of a coalition Ministry consisting 
of ten members, five Reform and five United, to carry out 
the remedial measures required in the interests of the 
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coantiy. Hie foUomn; were die mmbers of tie new 
Cabinet : 

Right Hon. G. W. Fokbes (U.), Prime Miniitei;, Miniiter of 
Railways and Minister of External Affairs. 

Right Hon. J. G. Coates (R.), Minister of Public Works, Minister 
of Transport and Minister in charge of unemployment. 

Hon. £. A. Ransom (U.), Minister of Lands. 

Hon. W. D. Stewart (R.), Minister of Finance, Minister of 
Customs and Attorney-General. 

Hon. Sir Apirana Ncata (U.), Native Minister and Member of 
the Executive Council representing the native race. 

Hon. J. A. Young (R.), Minister of Health. 

Hon. R. Masters, M.L.C. (U.), Minister of Education. 

Hon. D. Jones (R.), Minister of Agriculture and of Mines. 

Hon. J. G. CoBBE (U.), Minister of Defence and of Justice. 

Hon. A. Hamilton (R.), Minister of Labour, Minister of Internal 
Affairs and Postmaster-General. 

It was at once noticed that a preponderant representation 
had been given to the agrarian interest. For of the ten 
Ministers Messrs. Forbes, Coates, Ransom, Masters, 
Jones, Cobbe and Hamilton represented the country popu- 
lation, and Mr. Downie Stewart, who, after Mr. Forbes, 
was more directly responsible than any other man for the 
coalition, was the sole representative of the large towns. 
Another feature which at once challenged criticism was 
the assignment to Mr. Masters, a member of the nomi- 
nated Legislative Council, of the portfolio of education. 
For many years it has been understood that the more 
important departments of State must be administered 
by Ministers holding seats in the popular chamber. The 
heavy expenditure on education had gifen rise to widespread 
complaint, and the idea that the pruning knife was to be 
applied by a Minister beyond the reach of popular dis- 
approval created a certain nervousness. The only members 
of the Cabinet who were new to ministerial rank were Mr. 
Jones and Mr. Hamilton, two strong farmers’ advocates 
from the South Island. Mr. Masters, however, though 
now for the first time in charge of a department, had been, 
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•ince June 1930, ’» member of the Executive witlumt 
portfolio. 

In a candid statement to the House, Mr. Coates declared 
that the Reform party believed that it was the duty of 
every member of the party to endeavour to assist the 
country in its hour of need. When Labour, impatient to 
appeal to the country, pressed him to say whether the 
elections were to be postponed, Mr. Forbes replied that 
that was a matter for the Government to consider. The 
House then adjourned for eleven days to enable the new 
team to formulate its policy. 

The public welcomed the coalition with unbounded 
relief, even if there seemed to be some personalities in the 
new Cabinet who could no' be expected to work well 
together. Hopes were, however, centred upon Mr. Downie 
Stewart, who resumed his old portfolio of Finance. 
His careful study of economics, his long experience of 
office, and the happy balance of his cross-bench mind 
seemed to supply a pivot upon which the new combination 
could work smoothly. 

The shuffle of portfolios was not without its little 
heart-burnings. One incident which was not anti- 
cipated was the appointment of Sir James Parr to the 
leadership of the Legislative Council. The Prime Minister 
announced on October 9 that Mr. Masters had asked to 
be relieved of his duties as leader of the Council, so that 
he might devote his energies to the control of the Education 
Department. He would continue to be the ministerial 
representative in the Council, but Sir James Parr would be 
the leader of that chamber. It cannot be said that the 
public was prepared for this appointment either. It is 
true that the Prime Minister was only following precedent 
in appointing a retiring High Commissioner to the Legis- 
lative Council ; but the Government had, for reasons of 
economy, refrained from filling vacancies in the Council, 
and Sir James had already taken steps to re-enter politics 
in the popular House by announcing his candidature for 
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dieWiiikMo «ett in ^ Reform interest. His «p|K»iMn»iKt 
«0 the Council was wrmljr resented by a section of privi^ 
members, e^cia% by some of the rank and file of tV 
United party, many of whom had sacrificed their own 
positions to facilitate the coalition. The unrest 'udnch 
resulted on the back benches was probably encouraged at 
the time by the feeling of independence in the minds of 
private members due to the belief that the life of Parliament 
was to be extended by two years. 

II. The New Financial Policy 

O N October 6 the House settled down to a short period 
of serious business. The budget for the financial year 
had already been submitted in July, but the shifting 
economic conditions necessitated a new spasm of taxation. 
Mr. Downie Stewart’s “ supplementary financial state- 
ment,” read before crowded galleries and an attentive 
House on October 6, was a startling revelation of the way 
in which the financial position was drifting, and of the 
impossibility of “ pegging down ” any estimates of revenue 
as reliable. The situation, moreover, was daily growing 
worse. Further shortfalls of revenue, together with inevit- 
able additional expenditure on unemployment and other 
forms of relief, called for an additional ^^l, 595,000 for the 
current year over and above the heavy provision already 
made in the main budget. The deficit for the year was now 
estimated at ^^8,445,000. Mr. Stewart first dealt with the 
proposal that New Zealand should seek relief by means of 
some such drastic readjustment as Australia had adopted, 
but the conversion of loans was not, he considered, a 
hopeful avenue to economy in our case, since the average 
interest paid on New Zealand’s debt was only 4!- per cent. 
Moreover, there were no large loans approaching maturity 
at the moment. 

In the next place (he continued) any compulsory reduction of 
interest payable to bondholders would in reality mean default by 
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the Sttte, tnd wonW lerioutly damage onr credit. ^ 

pontion of private borrowers may be, the State is still abje ta^y 
its debts. In my opinion, it could not, and should not, plead inat^ty 
to pay when the bondholder demands his interest. . . • MorTOver, 
the State is not only a borrower, but a lender of many miliiont 
throng the State Advances and other departments. If a concession 
were extracted from the bondholders the State would be eiperted 
to pass this concession on to its borrowers. But many of th^ 
borrowers have been financed out of loans raised overseas, and under 
no circumstances could the State claim relief in respect of overseas 
interest payments. ... The State would lose more than it would 
gain, by some hundreds of thousands of pounds. It is well known 
that mortgage charges are perhaps the chief source of embarrass- 
ment to farmers and others ... but an arbitrary reduction would 
drive capital away from this class of investment. This would not be 
in the interests of borrowers themselves. . . Finally, as the State 
holds about one-third of ‘he mortgages in the Dominion, a reduction 
in mortgage charges alone would seriously prejudice the budgetary 
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holders, nevertheless these bondholders enjoy a secure income, and 
should be called upon to share in the sacrifices which the whole 
community is being forced to bc.ir. I agree with the view. But the 
most effective way to sec that the holders of Government bonds bear 
their share of the general burden is through taxation. If taxation 
is fairly and justly applied there is no breach of contract between 
the Government and its creditors. 


Important proposals were put forward for the relief of 
the farming community. Without altogether turning a 
cold shoulder on the derating of farm lands, the Govern- 
ment proposed to hasten the inquiry by a Royal Com- 
mission into local government generally and in the mean- 
time to devote to the relief of rates on farm lands a sum of 
,^250,000, which will be available this year from the Main 
Highways Fund, intended for normal road construction. 
Acting upon the recommendation of the Royal Commission 
on the Land and Income Tax in 1924, the Government 
proposed to abolish the old graduated land tax, retaining, 
however, the flat rate of one penny in the pound on the 
unimproved value of land. “ To a considerable extent,” 
it was pointed out, “ the burden will fall collectively on 
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the lame shoulders as formerly paid the graduated land 
tax, although the individual incidence will be different. 
All income will then be treated alike.” This would involve 
a net burden of 20,000. 

As a further measure of relief to farmers the Government 
accepted the view put by several witnesses before the 
Economic Committee : 

Maintenance of production can be greatly stimulated by fertilisers. 
It is found that there has been an alarming falling-off in the use 
of these manures, brought about, no doubt, by the efforts of the 
farmers to cut down expenses. Under these circumstances it is 
essential that^the prices of fertilisers should be reduced. For this 

for this year is estimated at approximately ;^ioo,ooo. 

The Minister left to the last a form of assistance which 
farmers’ organisations have for years past declared to be the 
most important of all, namely, relief from the burdens 
imposed by the Industrial Conciliation and Arbitration Act. 

It is considered (he said) that many conditions and restrictions 
now in operation in Arbitration Court awards seriously militate 
against the employment of our people. The economic conditions 
now existing demand more flexibility. For the purpose of making it 
possible for employers and employees to arrive at agreements that 
will enable costs to be reduced, and at the same time allow for 
maximum employment and the fullest development of our industries, 
it is proposed to amend the Act mainly on the lines suggested by the 
1928 Industrial Conference, the chief feature of which is known as 
compulsory conciliation and voluntary arbitration. 

This proposal, to which we shall return on a later page, 
was most stubbornly fought by Labour at every point and 
had not been accepted when Parliament was prorogued. 

Turning to the question of ways and means, Mr. Stewart 
said that the reductions in expenditure and in the salaries of 
the civil service made by the Cabinet Economy Committee 
at the beginning of the financial year, and by the Finance 
Act in the early session of Parliament, were estimated at 
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£tfioo,ooo. Farther ea)aomie8 to the extent of £ifiOOfioo 
a year would, however, be required. They would be effected 
mainly by a curtailment of servicei. 

Towards the balance I hojjc (continued the Minister) to obtain 
;£}50,000 by drawing still further upon reserves. A large part of the 
accnmulated surpluses of the Consolidated Fund from the war 
and post-war years was invested in discharged- soldier- settlement 
mortgages, repayable by instalments over a long period. The £^$0,000 
represriifs l!ie rep.-. T.-.-r*= 'f p'ir.rr.-l by the rr-'tgagors that it is 
esrimated vii'li r .! :!: i- .I yr-.r. . . . As regards 
customs taxation, the tariff rates are already so high that the law of 
diminishing returns is operating over many of the items. . . . For 
the rest I am driven to review the position and the possibilities of 
further direct taxation through the income tax. ... I take it that 
these taxpayers would prefer to shoulder further burdens rather than 
sec reductions made in old-age p.tisions, soldiers’ pensions, and 
pensions for the blind. They would equally resent any suggestion 
that the State should default in its interest payments. A reduction 
in pensions may at any time become an imperative necessity if the 
world’s price-levels remain low, but for the purpose of my present 
computations I have laid tliis on one side. 

As rcg.'irds the New Zealand company tax, Mr, Stewart 
reminded the Houtic that it was the heaviest in the British 
Empire, if not in the world; and as many of the companies 
were engaged in financing primary industries it was not 
proposed to tax them further. Individual taxpayers had 
already had their burdens increased by the main budget 
from 10 to 30 per cent., but “the receiver of gilt-edged 
income is called upon in these times to bear his share of the 
burden. He is more concerned than anyone else to see that 
the Slate remains solvent.’’ The Government proposals 
were : 

(I) To impose a special enicrgency t.ax on the uncariiL-d income of 
individtuls equal 10 onc-third of the income tax payable on such 
unearned income, and lo eliminate th.e 10 per cent.’ deduction at 
present allowed on earned incomes up to £z,ooo. 

(1) To include in die assessments (but only for the purpose of 
fixing the rate and the general exemption) all tax-free income and 
mcome taxed at the source, and to remove the present discrimination 
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in fnonr nf isc^ne Revived from certain locat-body and company 
debentnret. 

(3) To impose a special flat-rate tax of 4d. in the pound on income! 
of individuals, after aQowmg a general exemption of £ 500 . 

The effect of these alterations with the abolition of 
the graduated land tax would be a net additional yield 
of about ^^230,000. It was not proposed to provide any 
money this year for State advances, but repayments would 
be available for additional advances. The additional loan 
capital for public works would be restricted to ^^4, 750, 000 ; 
so that in these two departments together there would 
be a reduction of 50 per cent, in the amount borrowed 
as compared with the last financial year. In conclusion the 
Minister confessed frankly that 

the best way to cope with our problems while conditions are 
changing so rapidly would be by a financial dictatorship. As that is 
not politically possible, the next best course is to make provision to 
meet the position as we find it now, and review it again before the 
end of the financial year, so that if necessary and if practicable further 
steps may be taken to check any further drift and maintain stability in 
our public finances. 

The House forthwith adopted the resolutions increasing 
the duties on tobacco by 8d. per pound and on motor spirit 
by 2d. per gallon. Incidentally, a strong demand was made 
for an inquiry into the retail price of petrol in New Zealand, 
now standing at about 2s. per gallon, and the Highways 
Finance Committee declared that it was not justified by 
wholesale prices oversea. 

The concessions made to the country as compared with 
the urban interest incurred the censure of a section of the 
press, but the decision not to reduce interest rates on mort- 
gages, etc., met with general approval in the newspapers. 

On October 7, the day after Mr. Stewart’s statement, a 
battle royal developed over the question of the cessation of 
railway construction. When the United party came into 
office at the end of 1928 it was pledged to a vigorous con- 
struction policy, and in spite of the recent change in the 
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economic position of the railways, and of a strong body of 
public opinion which is against sinking further large sums in 
railway works, the Ward Government pushed on vigorously 
with construction. After Sir Joseph Ward’s resignation his 
successor, Mr. Forbes, felt himself bound by the election 
promises of 1928, but the deepening depression in 1930 
compelled him to view the matter from a new angle, and 
when the Railway Board was set up in April 1931,* one of 
its first duties was to consider the advisability of going on 
with these railways. Its report, which was presented to 
Parliament on September 10, unequivocally condemned the 
whole of the new lines. The most important of them was the 
span between Parnassus and Wharanui, the only gap 
remaining in the South Island Main Trunk connection 
between Invercargill and Picton. At present the ferry ser- 
vice between the islands runs from Lyttelton in the South 
Island to Wellington in the North, a distance of about 200 
miles. As the crossing is always effected by night there is 
no loss of time, and the Railway Board took the view of 
most business people that, even if the line were completed 
to the extreme northern point of the South Island, Picton 
would not supersede Lyttelton as the ferry port. More- 
over, the Board believed that the country through which the 
extension would pass was chiefly pastoral land unsuitable for 
closer settlement, and that the work was not justified on the 
basis of either the immediate or the more remote prospects. 
;^ 4 ’ 5>239 has already been spent on this gap and ;^z,34i,76l 
would be required to complete it. The Board condemned 
with equal emphasis the Gisborne-Napler, Waiotira- 
Dargavillc and Okaihau-Rangiahua lines in the North 
1 sland and the Kawatiri-lnangahua and Westport-Inangahua 
lines in the South Island. In no case did the revenue 
prospects warrant the expenditure, and even the fear of 
adding to the army of unemployed would not justify con- 
tinuing the work. To complete all these lines would have 
cost £5,921,924. 

Sec The Round Table, No. 8.|, September 1931 p 926 
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It wai aot xmtil .October 7 that the Koute was able to 
discuss diis report. In the meantime local interests had 
declared their objections to it, and in the Parnassus and 
Wharanui distirict afFected b7 the scheme for the extension 
of the South Island Main Trunk a strong movement was 
organised to influence the decision of Parliament. A rntm- 
ster deputation representing local bodies in the northern 
part of the South Island — especially in Marlborough 
province — travelled to Wellington by special steamer, and, 
headed by a pipe band, marched to Parliament House to in- 
terview the members of the legislature. Later in the day, at 
Mr. Forbes’s instance, the Railway Board’s report was made 
a matter of urgency, and he himself moved its adoption. 

The position to-day (he pointed out — by way, as it were, of excuse 
for his previous loyalty to Sir Joseph Ward’s policy) is different from 
that of 1928. A great deal of water has flowed under the bridges since 
that time. In 1928 we didn’t have the world depression. The financial 
position of this country is right down to the limit, and unless we face 
the position the end may be disastrous. If the Government went on 
to the market to raise money for lines which had been condemned by 
the Railway Board it would have no chance of getting it. They had 
to face the facts of the present ; it was no use talking of the past. 

The Labour party opposed the Government’s policy prin- 
cipally on the ground of the hardship it involved to the 
men who would be thrown out of employment. A few 
other members voted with them on purely local grounds, 
but the Government carried the day by a steady majority of 
about 40 votes to 24 and the railway extensions were 
abandoned. 

The two main taxing Bills (the Land and Income Tax 
Amendment Bill and the Land and Income Tax Annual 
Bill) were dealt with as matters of urgency on October 14. 
By the former of these measures the level of exemption from 
income tax is reduced from ,^300 to ^260, subject to further 
reductions which remove the exemption altogether in the 
case of incomes of £%oo. Another important innovation in 
this Bill brought tax free debentures, a considerable quan- 
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thjr of which were i*iaed dmii^ the war, into the computa- 
tion of income for taxing purposes. Hitherto these securities 
have been left out of the assessment altogether, Mr. Stewart 
held the view that the State had contracted not to tax these 
bonds, and that it would be a breach of contract to impose 
a direct tax upon them ; but there was no breach of contract, 
he said, in bringing them in for the purpose of ascertaining 
the rate at which a taxpayer should be taxed on the part 
of his income which was taxable. In the case of the other Bill 
there was a division on the proposal to abolish the graduated 
land tax, but it was carried by 33 votes to 26, a few 
Independent and United members voting with Labour. 

Of the other measures required to implement the budget- 
ary proposals the most important were the customs resolu- 
rions adopted on November 3. Certain changes were made 
in the duties on tobacco and cigarettes with the idea of pro- 
tecting the New Zealand industry. The rates on cigarettes 
made in New Zealand are now 25s. per 1,000 and los. 
per lb., as compared with 33s. qd. per 1,000, and 135. qd. 
per lb. on the imported article. The reduction of the duty 
on wheat and flour in accordance with the Government’s 
promise to diminish the excessive protection given to the 
wheat-growers of Canterbury was authorised ; but members 
complained that a tax of 200 per cent, on the value was 
much more than the country could afford in times of reduced 
income.* 


When the Customs Acts Amendment Act was introduced 
on November 5 Mr. Stewart explained that the increased 
revenue, amounting to ^1,150,000, expected from the 
amendments in the tariff was composed as follows : 


/'I'pr 

‘robacco 

Apparel and liosicrv 
Silks, etc. . . 


c 

92,000 

210,000 

240.000 

86.000 
42.500 


Cbinaware, etc. 
Floor coverings, etc. 
Motor spirit 
Other items 
Prim.ige 


£ ' 

30.000 
18,500 

180,000 

71.000 
180,000 


•• ItSOjOOO 

nt duty hitherto has fluctuated about is 6d cer hosh.l 'n. 
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T1i« caedise duly on l^eer rais^i the total to ^1,300,000. la 
connection widi the customs it should be mentioned 
Mr. Forbes referred during the session to the negotiations 
vrith Canada for a reciprocal agreement to end the tariff 
war that has developed in the last two years.* After thci 
election it was decided that Mr. Stewart, in his capacity of 
Minister of Customs, should carry on the negotiations, 
and he left for Honolulu on December 1 5 to confer there 
with the Canadian Minister.f 
During the latter part of the session the Labour party con- 
tinued to press for an assurance about the general election, 
which Mr. Forbes as steadily declined to give. At this time 
it was the general opinion in the country, founded on remarks 
made by Mr. Forbes, that there would be an extension of the 
life of the existing Parliament. The Labour party was, of 
course, able to base its objection on constitutional grounds ; 
but there is no doubt that it also entertained hopes of sub- 
stantial success at the polls. Nor were these hopes unreason- 
able. Under the stress of economic forces, measures were 
being considered almost every day w'hich menaced one or 
other of the privileges gained for Labour after hard fighting 
in better times. At every point the party stubbornly resisted 
anything in the nature of a reduction of the standard of 
living. The salary cuts in the civil service it opposed tooth 
and nail ; and at every whisper of a threat to the structure 
of the arbitration system it rose in arms. Nor have such 
threats been wanting. Reference has already been made to 
the repeated demands of farmers’ organisations that the 
farming industry should be entirely exempt from the provi- 
sions of the wage-fixing machinery of the Arbitration Court. 

December 21 as follows : 4s. 8Jd. a bushel fco.b. Lyttelton, Timaru and 
. f-r f - - ■- — 1-! ' r H s'H -f-' f- Pf.r'. 

of 20 per cent. The millers are allowing los. per ton reduction on flour to 
assist in reducing the price of bread. 

• See The Round Table, No. 84, September 1931, p. 938. 
t It is reported that an arrangement has been reached, but, at the time 
of writing, it has not come before Parliament for ratification in either 
Canada or New Zealand, and no details have been made public. 
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In i prolonged period of prosperity the country was able to 
stand the additional cost of such restrictions, but depres- 
sion is a severer test, and a gradually growing section of 
the public has been inclined to look askance at the system 
and to wonder whether things would not be better if it 
were amended. It has, at any rate, been obvious that 
in the early stages of the present depression many men 
might have been kept employed for a longer period if 
it had been possible to reduce wages so as to make 
them correspond with the reduced returns. The National 
Industrial Conference in 1928 exhaustively discussed the 
arbitration system. On that occasion the employers and 
farmers put forward a proposal that conciliation should be 
compulsory but arbitration only optional. Labour, of 
course, rejected this departure from the principle of the 
original Act. When, therefore, it saw Mr. Jones, an invet- 
erate opponent of the arbitration system, in the Government 
and this same suggestion of optionalarbitration in the supple- 
mentary budget, and therefore part of the Government’s 
policy, it felt that the system was indeed in jeopardy. Other 
factors also tended to strengthen Labour’s belief that it 
would find plenty of support in the country. There was, for 
instance, the suggestion that pensions might have to be 
revised. Many of the civil servants, too, a powerful body, 
were supposed to be ill-disposed to the Government on 
account of the salary cuts. Then there were the in- 
habitants of the towns, who as a whole had received less con- 
sideration than those of the country ; and in all classes of the 
community there were people who had had heavy burdens of 
taxation imposed upon them, l.abour lost no opportunity, 
therefore, of pressing its demand that Parliament should 
be allowed to expire as usual at the end of November.* 

• A want qf confidence motion proposed by the Labour party leader on 
October 14, and an amendment with which the Independents intervened 
condemning the Government more specifically, were defeated by 46 votes to 
JJ and 46 to 25 respectively. 
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III. The General Election 

O N October 23 Mr. Forbes at last made a definite 
statement about the New Zealand elections : 

The Coalition (he said) had been formed for a definite period and 
for a definite purpose, namely, to put measures into effect to enable 
the country to balance its national budget and to put into operation a 
policy that would enable the Dominion to surmount the economic 
diflScultieswithwhichitisat present confronted. That could obviously 
be achieved only by a Government with a stable majority in Parlia- 
ment, reinforced by a solid backing of the electors of the Dominion ; 
and therefore the Government had decided to seek the approval of 
the people in respect of what had been done and to give them an 
opportunity of extending to the Government the fullest measure of 
confidence. 

Both the leaders of the Coalition appealed to the electors to 
give it a definite mandate. Though no reference had been 
made during the session to the British elections, it was 
generally believed that the result was bound to have a 
considerable influence on a general election in New Zea- 
land, But the very emphatic verdict that the British 
electors subsequently gave could not at this time have 
been anticipated, and the Coalition leaders cannot therefore 
be held guilty of the charge, sometimes levelled against 
them, of making party capital out of it. Indeed they took 
the risk against the advice of at least one shrewd inde- 
pendent organ, and in spite of conditions in New Zealand 
which obviously weighted the issue against them. The 
following is a typical comment on their decision : 

We cannot (said the Evening Post — Independent — on October 24), 
welcome the decision, butwe recognise that it is at least not so fraught 
with danger as it might have been had the suicidal course of a trian- 
gular contest been taken. We are still of opinion that it would have 
been more cour;i geous and better for the country had the Government 
chosen tu postpone the general election and thus avoid the grave 
check which must be given to the growth of confidence. 
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The Aucklani Star (Libera^ spoke in much the same 
leoM. 

Parlument was prorogued on November ii, and on the 
same day Mr. Forbes announced that the election would 
take place on December 2. Normally, there would have been 
a redistribution of seats following on the quinquennial 
census, which should have taken place on April l, 193 *- 
There would also have been a licensing poll at the same 
time as the electoral poll, but this too was abandoned for a 
similar reason, economy. The campaign was opened by Mr. 
Holland’s speech at Wellington on November 4 > outlining 
the policy of the Labour party. In it he developed further 
his scheme for the mobilisation of credit and the creation of 
a State bank, declaring that 

under existing banking laws the Labour party could raise suf- 
ficient credit for immediate industrial purposes employing methods 
somewhat similar to those adopted during the war. . . . The Labour 
party proposed now to use the national credit for the purpose of 
economic reconstruction and rehabilitation. ... A sum of 
^25,000,000 spread over a three years’ period would be sufficient to 
put the Dominion once again on its feet. 

Tliis estimate of 5,000,000 was freely quoted by Coalition 
speakers as the counterpart of the 0 , 000,000 which Sir 
Joseph Ward dangled before the eyes of the electors in the 
1928 campaign. 

To avoid vote-splitting the Coalition parties supported 
the sitting member in constituencies held either by a Reform 
or a United member in the last Parliament, and agreed 
upon a single candidate to contest other seats. Generally 
speaking, this agreement was honourably observed, but 
there were cases in which the candidates previously adopted 
could not restrain their ambitionand insisted on going to the 
polls. Several scats were in this way lost to the Coalition. 

A manifesto was issued by the Coalition leaders pointing 
out that the income of the people of New Zealand had 
fallen in the last two years by ,^30,000,000. The electors 
had shown their determination to face their crisis 
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dbuactedstic ^anige and resolution, but the situation 
was changing SO lapidlf that the Government of New 
Ttn^land must bc giveu a free hand to meet new conditions 
as they arose. Their first purpose would be to maintain 
the national finances on a sound basis. Though taxation 
was heavy there was no alternative but national bank- 
ruptcy. With 50,000 unemployed they were determined 
to make all relief work productive ; but the real task was to 
absorb the unemployed in normal industry. Various 
measures of relief had already been taken to help farmers. 
New markets would be explored, the quality of produce 
improved, and every opportunity taken to promote reci- 
procal tariffs and develop Empire trade. As the price 
of land fell, settlement would be vigorously pushed on 
with government assistance, and workers in towns 
encouraged to augment their earnings on small holdings. 

The manifesto of the Labour party declared that the 
decision would be a vital one between the drift, gloom 
and depression, for which the present Government was 
responsible, and organisation, development and employ- 
ment, With proper organisation no family need lose its 
home and no citizen go short. The Labour party proposed, 
under the existing banking laws, to raise sufficient credit 
in New Zealand to develop the national resources by a 
bold policy. Taxation could not go on indefinitely, and 
it was impossible to tax one section to keep the rest working 
part time. The national income must be increased, and 
credit was the first essential. A “ planned production of 
national requirements ” and the “ co-ordination of all 
government departments associated with primary pro- 
duction” were foreshadowed. Labour intended to promote 
reciprocal trade with Great Britain and other countries, 
to explore overseas markets, and to endeavour to prevent 
undue price fluctuation. It would further develop industries 
such as coal carbonising, flax dressing, and motor car assem- 
bling, reorganise the boot, clothing and iron industries, 
co-ordinate transport facilities and reduce interest and rent 
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diai^s. Finally^ the party would reintroduce the graduated 
tax on large holdings, maintain the arbitration 
sjrstcm, and leave intact the existing system of education, 
hospitals and pensions. 

An unpleasant feature of the campaign was the unusual 
amount of rowdyism at Coalition meetings, though the 
Labour leaders time and again protested against it, and 
dissociated themselves from any interference with freedom 
of speech. When the nominations closed on November 20 
there were 185 candidates for 72 seats, as compared with 
212 in 1928, but four seats (including those of Mr. Cobbe 
and Mr. Ransom, “ United ” members of the Coalition 
Ministry) were uncontested. As the campaign developed 
Coalition candidates made free use of the emphatic verdict 
given by the British elect .rs on the record of the Labour 
Government, and Mr. Coates claimed that Mr. Snowden’s 
words applied equally well to the situation in New 
Zealand : “I do not exaggerate (he declared) when I say 
that the real issue is between prosperity and ruin.” Mr. 
Stewart, too, speaking at Dunedin on November 23, said : 

I have never made a statement with a graver sense of respon- 
sibility than one I am now about to make. It is my deliberate 
conviction, b.iscd on intimate knowledge, that if the policy put 
before the electors by the Labour p.arty is given effect to New 
Zealand will, without question, be faced with national default, 
repudiation and insolvency. Our resources of revenue are drying 
Uf5 faster than our expenses can be curtr.ilcd. The only way by which 
this drift in our national ftn.anccs can be checked is by the utmost 
united effort ol the whole n.ition. If an attempt is made to put into 
operation the Labour party’s policy the tvorking classes of the 
Dominion will be plunged into unspeakable misery compared with 
which their present lot — hard as it is — is tolerable. 

Although, as vve have seen, the revision of the arbitration 
system was proposed by the Government in their supple- 
mentary budget, it found no place in the Coalition 
manifesto. The Prime Minister indeed denied, at one of 
his meetings, that there was any intention of abolishing 
arbitration, but he declared that some reform was impera- 
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tive. *‘ Indastrj, ia^” ie aaaerted, “in a atrait jacket* 
j^anlra to the haraasing awards of the Court, and the 
Government will see that they are done away with.” 

Mr. D. Jones, too, claimed that 


the Government’s policy is to provide for compulsory conciliation 
and voluntary arbitration. A very great number of awards are 
arrived at to-day under conciliation. We believe 'that conciliation 
should be compulsory and arbitration voluntary. We suggest that 
people of moderate views will meet and that satisfactory agreements 
will be reached in a great bulk of trades. 


While Coalition speakers referred exultantly to the 
British election, Mr. Holland, the leader of the Labour 
party, appealed again and again to the traditions of the 
old Liberal party in New Zealand at the time when Ballance 
came into power. 

Polling was lighter than at the previous election. In 
the aggregate % 2-6 per cent, of the total number of electors 
on the rolls cast valid votes, as compared with 86*9 per 
cent, in 1928. Undoubtedly the main reason for the 
lighter poll was the absence of the licensing issue, 
but another factor was, no doubt, the reduced activity of 
the Reform and United party organisations as a natural 
outcome of the coalition. 

The results of the election were as follows : 


Government. 

1931 

New 

Parliament. 

Reform 

28 

29 

United 

24 

21 

Independent . . 

2 

I 


—54 

—SI 

Opposition. 

Labour 

20 

24 

Independent . . 

5 

4 

Country party 

— 26 



—29 


As a result of the election Mr. Forbes has now a depend- 
able majority pledged to support the coalition under his 
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leideriidp instead of a miwti team containing elements 
winch had not been elected to support him. 

While the Labour party’s anticipations of heavy gains 
were not realised, the steady advance of the party since 
it emerged less than 25 years ago from the Liberal and 
Labour parties is very marked. Starting with only one 
member in the Parliament of 1908 it has steadily gained 
ground until now it commands 24 seats, only two short of 
a third of the House. 

There were no great surprises. One of the Ministers, 
Mr. D. Jones, lost his seat. Mid Canterbury, to a popular 
candidate — a United Coalitionist — who had opposed him 
on two previous occasions, while at Wairarapa Mr. A. D. 
McLeod, formerly Minister of Lands in the Coates Govern- 
ment, insisted on standing against the United coalitiom'st 
member and defeated him. The four Maori members, 
who are usually evenly divided between the Reform and 
United parties, are all supporters of the Coalition in the 
New Parliament. 

New Zealand. 

December 24, 1931. 
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OTTAWA 


I. Opportunities of the Conference 

I T is bRrely thirteen jears since the independent status 
of the British Dominions, which had developed during 
the war, was accorded definite international recognition at 
the Conference of Versailles. Amid revolutions in every 
sphere of life, the vast changes upon which the post-war 
Imperial Conferences have set their seal tend, perhaps, to 
be minimised by the contemporary vision. Great they 
certainly are, yet in one field the progress made has been, by 
comparison, faltering and slow. That the move towards 
closer economic unity should have been but tentative is not, 
indeed, surprising, since in the political field the tide has 
been set firmly towards the devolution of powers and the 
greater independence of the parts. Moreover, public 
opinion, especially in the Mother Country, was not ready 
for any swift advance ; established fiscal policies prevented 
it ; and the Conferences, preoccupied with other matters, 
found it all too easy to shelve the uncomfortable problem of 
imperial preference. To-day, there has been a change. 
Public opinion is prepared ; Great Britain possesses a wide- 
embracing tariff which she is prepared to use as an instru- 
ment of closer economic relations with the rest of the 
Commonwealth ; and the Ottawa Conference will have the 
great advantage of singleness of purpose. Its central task 
will be the elaboration of tariff preferences, quotas and 
other measures, so as to secure a larger flow of trade and 
greater prosperity for every member of the Empire. 
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Technical prepiratian, which ia so essential in the economic 
field, has not been nejjected. Preliminary work has been 
enthusiastically undertaken oflScially and unofficially, botib 
here and in the Dominions. The Board of Trade has 
drawn up schedules, designed to show how each Dominion 
could help the United Kingdom exporter, which have been 
forwarded to the Dominions for consideration both by their 
experts and by the Ottawa Conference committees of their 
Governments; and documents have likewise been prepared 
in Whitehall to indicate how we can help the Dominion 
producer. From the Dominions themselves, especially 
from Australia, come encouraging reports of discussion, 
consultation, and detailed investigation. Moreover, since 
the efforts of officials and Ministers must be ineffective 
without the co-operation and advice of merchants and manu- 
facturers themselves, the prospects of a profitable issue for 
the Conference have been much enlarged by the decision 
that government delegations shall be accompanied by 
business representatives. Great Britain wdll send six such 
advisers, nominated by the organisations of industry, 
commerce, shipping, agriculture and by the trade unions.* 
It is much to be regretted that no financial expert appears 
in this list, since, as we observe below, questions of currency 
and credit are bound to figure in the discussions. It is 
expected that each of the Dominion delegations will like- 
wise be accompanied by business representatives. Yet 
vital as the contact between Governments and business 
interests is bound to be, it will be inadequate by itself in 
the absence of direct consultation, both now and in the 
future, between groups of manufacturers in the different 
portions of the Commonwealth. The imperial rationalisa- 
tion of industry, which should be one of the primary aims 
of the Ottawa Conference, cannot be achieved by the 
deliberations of civil servants and politicians. 

• It w»s announced on May 3 that the advisers would be Sir Gilbert 
\yle. Lord Weir, Sir Alan Anderson, Sir Douglas Newton, Mr. J. Bromley 
and Mr. W. Citrine. > J / 
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d^^adoDB.. The Irtish delegation will, it is V 

heiided by Mr. Baldwin, and will include Mr. J. H. Tbones* 
the Dominbtts Secretary, Mr. Walter Rtmcimui, Prendcnt: 
of the Board of Trade, Sir Philip Cunliffe-Lister, Colonial 
Secretary, and Sir John Gilmonr, Minister ctf Agriodtnre ; 
Mr. Neville Chamberlain will go too if the bnsineas d 
the Lausanne Conference, which, whatever his persond 
inclinations, must be his first concern, is completed in time. 
That is indeed a formidable team. The character of the 
Indian delegation also deserves remark, for it is headed by an 
Indian, Sir Atul Chaterjee, and contains but one European, 
Sir George Rainy ; moreover, it includes the leader of the 
nationalist Opposition. Its composition expressw the 
recognition, in Whitehall and Delhi, that politically India 
has come of age and that she may soon have complete charge 
of her own fiscal affairs. The South African delegation is 
to be headed by Mr. Havenga, the Minister of Finance, the 
Australian delegation by Mr. Bruce, the former Prime 
Minister, the New Zealand delegation by Mr. Downie 
Stewart, while Canada will possess the advantage of having 
every member of her Government on the spot. It is, 
incidentally, of good omen for the success of the Con- 
ference that a commercial treaty has recently been 
concluded between Canada and New Zealand, which 
roughly speaking restores the status quo ante the two 
years’ tariff war in which they had unhappily engaged. 

But more important than the personalities will be the 
policies they represent. In recent weeks Dominion leaders 
have spoken with no uncertain voice, and in distinctly 
encouraging terms. Mr. Havenga emphatically denied the 
charge of the South African Opposition that the Govern- 
ment was apathetic about the Ottawa Conference. 


On the contrary (he said), while not entertaining the exaggerated 
expectations manifest in some quarters, the Government is fully alive 
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wfack wodd it ditected ia the pieieat tnnaoil of tiriffi and ttw 
xettrictioiu. The lolution of pcoblemi affecting the ComnwowtajA 
may wdl kid to the remal of tnde, benefiting not onl/ the me mbw 
of the Bridth Commonwealth, but all other connect, whole 'wwl? 
being ii eiiendal to the rettondon of world proapenty. 

We may read into this the satisfactory implication that in 
South Africa’s view the Conference must accomplish the 
reduction of tariffs and trade restrictions, and if South 
Africa is unlikely to be able herself to propose anjr far^ 
reaching plans, her delegates will doubtless keep the 
Conference in mind of the fact that any attempt to con- 
struct an exclusive imperial unit or to effect the prosperity 
of the Empire at the expense of foreign countries would be 
disastrous to all. 

Wise words have fallen, too, from Mr. Rhodes, the 
Canadian Minister of Finance. In his budget speech he 
declared that the forthcoming Conference would afford to 
the British nations an opportunity unique in their history. 
If, he said, the delegates met in an atmosphere charged with 
the determination to approach their deliberations from the 
point of view of mutual advantage, there would result 
measures which would give marked stimulus to inter- 
imperial trade and, besides accomplishing this primary 
object, would release forces and establish currents which 
might well flow beyond their borders to the eventual benefit 
of the world at large. It is clear that the current which 
must, above all, be set in motion is a reversal of the tide 
of rising tariffs within and without the Empire. That this 
may imply a reconsideration of some aspects of their fiscal 
policy by the Dominions is, apparently, realised by the 
Canadian Government. Colonel Sutherland, Minister 
of National Defence, recently warned business men of 
disappointment ahead, if they thought they could be merely 
sellers, and were not prepared to purchase British goods as 
well. How far Mr. Stevens, who, as Minister for Trade and 
Commerce, will be, after Mr. Bennett, the most important 
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CbndiiAidbfita, !» tltiiik^ 

;peilupB,ani«doabt^ In the budget debate be; lakl^t 
iht Gofenunent hi^ed, by a readjustment of trade polkiei 
and facilities, to give to the Mother Country a larger dbaxe 
of the Canadian market and to buy within the Empire more 
oiHmnodities like rubber direct from the countries of pro? 
doction, and thus open up a larger part of their markets to 
Canadian ezpmts ; while in a statement on the external 
trade of the Dominion, after congratulating the country on 
its resumption of the position of fifth greatest exporting 
country in the world, he said he anticipated that the present 
successful trend of their trade would be hastened by the 
Ottawa Conference. Nothing, however, could be clearer 
than that no possible success can emerge from the Confer- 
ence if every participant seeks to enlarge its exports without 
at the same time increasing its imports. With his eye, no 
doubt, on the Ottawa Conference as well as on the disas- 
trous results of excessive industrial protection, the Aus- 
tralian Commonwealth Prime Minister, Mr. Lyons, recently 
advised producers to combine in an endeavour to keep 
down to the minimum the protection given to industries, 
subject to the necessity of building up secondary industries 
essential and valuable to Australia. In the Empire, as in 
the world, the prosperity of every part depends on the 
prosperity of the whole. The secondary industrial pro- 
ducers of the Dominions cannot take in each other’s washing. 
Their market is the primary producers, whose purchasing 
power depends on their ability to sell, which in turn depends 
on the ability of the great importing countries like Great 
Britain to find markets for their products. There is a 
circle of cause and effect which can turn viciously or favour- 
ably. The task of the Ottawa Conference is to reverse the 
vicious tendency it has displayed of late years. “ The 
Empire,” as Mr. Latham, the Australian Attorney-General, 
said the other day in London, “ is already a vast system of 
mutual markets. Within this system, for all parts of the 
Empire there is political security — in itself a very real 
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cosmierctal awet. Widan the Empire madmear 4al 
itttereat march togcthw.” •- 

There declarations by responsible Ministers allow laeoree, 
that the greatest danger with which the Ottawa 
Conference was threatened— that it would become a n^ 
in which “ sacrifice ” would be dearly exchanged againat 
sacrifice — ^will be averted. To ask any Dominion, or GnaX 
Britain herself, to relinquish any vital principle (rf her 
economic policy for the sake of imperial fiscal arrangements 
would be not merely futile ; it would jeopardise the whole 
of the good relations that exist among the partners of the 
Commonwealth, Those principles safeguarded, the con- 
dition of the success of the Ottawa Conference — and here 
wc are reiterating the considerations that were elaborated 
in an article in our March issue* — is that, on balance, it 
must produce a lower and not a higher level of tariffs. 
We seek more trade among the countries of the Common- 
wealth, but not at the price of less trade with others. Every 
participant in the Conference comes at once as a buyer and 
as a seller, and comes, moreover, with the knowledge that 
not even the completest economic union could render the 
fortunes of the Empire independent of those of foreign 
countries ; but none is more acutely aware of that than 
Great Britain. Mr. Baldwin recently stated our problem 
in terms of a choice of paths. “ The natural destiny 
of oiir country is economic union with our own flesh and 
blood. If that cannot be accomplished it may well be we 
shall be driven to look towards Europe.*' But that is a 
false contrast, for we could never prosper by an economic 
arrangement with the Dominions which excluded us from 
the opportunity of sharing in plans for widening markets in 
Europe and elsewhere. The war and economic changes 
have lowered our ambitions, for we no longer grandly aim 
at being the workshop of the world ; but they need not 
narrow our vision. Imperial myopia is fortunately not a 
failing of Mr . Runciman. “ Highly as we prize the privi- 

* "T"* Round Table, No. 86, March, 1932, pp. 251-2^6. 



d»a«a,and tlieezteiinon of thdr opportoxities heie$:«e«ee 
jObo aaxtOBSiwt to lose any opportnnityof strengtbefiiBf 04^ 
trade rdations with foreign conntiies.” Our sj^Odil 
economic ties in the Argentine and with Scandinawa ueOd 
no emphasis, while oar vital concern with' other ports oi 
Emope has been brought home to us by the inconcltisiTe 
London Conference on the Dannbian customs preference 
scheme. The Dominions themselves have similar problems; 
the time may come, for instance, when Canada will wish to 
negotiate a preferential trade treaty with the United States, 
to their mutual advantage, and she would justly complain 
if she were prevented by her imperial undertakings. The 
British Empire is a convenient unit within which to mitigate 
tariff restrictions and to stimulate the flow of trade, but it 
can never become economically exclusive. 


II. The Sterling Grottr 

AT this moment the Empire is marked out, along with cei^ 
lx. tain other countries closely associated with it in trade 
and finance, from the rest of the world by the simultaneous 
depreciation of most of its currencies, in terms of gold, after 
the suspension of the gold standard in Great Britain last 
September. Can we, at Ottawa or as a result of delibera- 
tions there, profit permanently by this fact in establishing 
an Empire currency system, including therein the Scandi- 
navian currencies and others whose dependence on sterling 
and on the British economic system has become apparent i 
The idea is one which has appealed to many of our leading 
publicists, politicians and business men. Moreover, the 
Canadian Parliament recently resolved that the Canadian 
representatives at the Conference should initiate and sup- 
port measures for the stabilisation of the currencies of all 
British countries in such a manner as to facilitate trade 
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twtween dttm and to pcwnote the ecownnic tmitjr tA ^ 
Ettjnre ; while in the New Zealand House of R^resent*- 
tives Mr. Downie Stewart, the Minister of Fina&O^ 
declared his satis^ction that Ac Ottawa Conference wottld 
enable the whole price level problem to be approadted 
from the Empire standpoint, believing, as he did, that 
concerted action on an Empire scale to raise Ae sterling 
price level for primary products might be possible. Since 
the revival of prices must be far more important boA to 
Great Britain and to the overseas parts of the Empire than 
the reservation of markets can be, and since tariff measures 
closely affect the possibilities of monetary manipulation, 
the general discussion of imperial preferences is l^und to 
raise questions of currency and credit. Mr. Runciman 
himself, speaking at a London Chamber of Commerce 
dinner the other day, said that Ac only way to escape Ae 
continuous sag of world prices was for all countries who 
were linked up with sterling to support each other ; that 
was one of the justifications for making closer union 
within the British Empire, and afterwards we might well 
invite other sterling countries to enter into closer relation- 
ship with us. 

But in no field is it more important to hasten slowly 
than in monetary organisation, for a currency system, once 
established, cannot be abandoned without catastrophe. It 
is clear that neither banking organisation, beset with urgent 
problems of self-preservation, nor public opinion, shockedl 
by the apparent failure of the existing system to cope with 
the changes and chances of our post-war life, is ready for a 
super-central bank, a brand new currency for Empire trade, 
or any other ideal scheme. Moreover, such is the domina- 
tion of London in the financial world that the fortunes of 
the whole new monetary structure would depend upon 
those of sterling ; hence, quite apart from any suspicions 
which might be aroused in the Dominions, revalorisation 
of Empire currencies must wait until the future of the 
pound, whether as a freely managed currency or as linked 




dw <|aoctioa imtil we heTt hid ]ioiiger« ^ 
«iee IM) in^bitv s» true valiie. Narrow limits am thim* 
iOK titt npoia immediate action, but tdut mig^t beeffectid 
atOmwaisthe dr facto subilisadon of Empire exchai^e»ir 
not secessarilf permanent, for tbere is nothing 8acm4 
about the present or the former rates of 'ezchange<— and 
doeer co-operation between the banking authorities of the 
Dominrons and the Bank of England. Between them thejr 
may find means, within the emsting system, for accomplish- 
ing what Mr. Stewart urges. Looking farther ahead, the 
importance of international long-term lending in the 
world’s economic system, as revealed by the present trade 
depression, indicates the need for a consrdtative loan council 
for the Empire. But if these things are to be discussed, 
and it is certain that they will be, the delegates must be 
accompanied by experts in finance as well as in agriculture, 
industry and trade. 


III. Organisation 

T he general conditions of imperial preferential 
arrangements, as well as the technical details, being 
so complicated, we should be unwise to hope for a com- 
prehensive series of agreements at Ottawa ; it will certainly 
prove impracticable to achieve very much more than agree- 
ment in principle. When the Conference is over, the 
several Governments of the Empire will formulate their 
economic policies under the guidance of its resolutions 
until the time has come to review, results and make plans 
for a fresh advance. But many people feel that imperial 
relations in the economic and allied spheres can no longer 
rest merely upon periodical conferences of responsible 
Ministers. There exists, indeed, a number of permanent 
imperial bodies, but their^status varies, their public 
i estimation is inversely proportionate to their number and 
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iM^vMdy c^diamed. In* report pr^>aredbcf<ae lie 
1930 Xsiperial Conference, the Federation of British IimIhS' 
tries pointed out that it is a rcgretuble fact that better 
mschinety exists, in connection with the economic seclabn of 
die Leagne of Nations, for discussing economic problems with 
foreign countries than is the case with our sister-nations of the 
British Empire.” The Federation therefore recommended 
that as soon as possible an imperial trade conference of 
experts should be held, of an investigatory, advisory and 
non-political nature, with a view to laying down a sound 
basis for an imperial economic policy ; furthermore, that 
an imperial economic secretariat should be established 
formed of men with economic and administrative experi- 
ence, drawn from all parts of the Empire, to act as a per- 
manent secretariat for the Imperial Conferences. A short 
while ago the General Council of the Trades Union Congress 
went to the length of sending a formal deputation to the 
Dominions Secretary to urge upon him the adoption of the 
policy which the ^uncil put forward before the 1930 
Conference, and which took much the same form as that 
of the Federation of British Industries. Mr, Thomas, in 
reply, confirmed his “ unabated support of the principles 
contained ” in the Council’s memorandum. 

The scheme thus endorsed by both parties to our in- 
dustrial system is so bold and far-reaching that one is 
moved to reflect that our imperial constitution has developed 
by much less drastic and more evolutionary steps. The 
surest way to approach this problem is by way of considering 
the machinery that already exists. The Imperial Economic 
Committee, comprising representatives of the British and 
Dominion Governments, and responsible to those Govern- 
ments, was set up by resolution of the 1923 Conference ; 
the latter proposed for it a very comprehensive scope 
within the economic held, but, largely owing to the scruples 
of one Dominion, its actual work was confined for a while 
to investigations into the marketing of certain Empire 







faaJttafcitt tile ttiit6d lP »g ^ 1^ i95<»OMMitin% ,7 
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To facilitate oonfeieaces among thotc engaged in particidar ift- 
daatriea in rarioua parts of the Commonwealth, and td ezymiae 
and report on anj economic question which the povemments of 
dw Commonwealth ma^ agree to refer to the Committee. 


The Empire Marketing Board was constituted in 1926 
by the British Government to administer a grant voted by 
Parliament. The 1930 Conference, after surveying the 
Board’s work, passed the following resolution : — 


The Conference ... is satisfied that it is valuable to the Com- 
monwealth as a whole, and recommends its continuance and 
extension in certain directions, notably in the spheres of market 
intelligence, statistical surveys and market promotion . . . The 
Conference commends especially that feature of the Board’s policy 
which aims at the concentration and development in the most 
.'’ppropriate centres of scientific team work upon problems of interest 
to the Commonwealth as a whole. 


The Board, for which an income of ,^1,000,000 per 
annum was originally proposed, has spent in the six years 
of its life some ,^2,900,000 ; the greater part of it has been 
used for scientific research and markets investigation, while 
about ,^1,100,000 has been devoted to publicity. Grants 
made by the Board for research and development have 
covered such subjects as food preservation and low tem- 
perature research, animal husbandry, plant breeding, the 
export of pedigree live stock, and mechanical transport. 
In the development of markets its efforts have included 
weekly intelligence services on fruit and dairy produce, the 
issue of statistical surveys of world production and trade 
in certain agricultural products, surveys of retail distribu- 
tion, etc. As a measure of economy, the Board’s vote for 
^ 93 2-3 3 has been cut down to ,^300,000. 

Besides these two important economic bodies, there are 
a number of organisations, such as the Imperial Institute, 
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XiMtitiite of EntoiMlogy and Mjrcolo^, the Enectm 
Coondl of Imperial Agrfcultnral Bureaux, which in 
own respective technical fields arc carrying on work for ^ 
benefit of the Empire as a whole, often with funds con- 
tributed by the Dominions and Colonies as well aa by the 
Imperial ^chequer and private sources. For one purpose 
or another, most of them have received grants from the 
Empire Marketing Fund, and their work has been of 
constant assistance to the Imperial Economic Committee, 
the Ministry of Agriculture and Fisheries, and other 
economic bodies. Indeed, the application of scientific 
research to commercial needs has become one of the most 
important aspects of imperial co-operation. Undoubtedly 
the work would proceed with greater economy of efiort, 
and its results would be more fruitfully disseminated, if 
these institutions were possessed of a common centre for 
the co-ordination of their inter-imperial work, much of 
which cuts straight across the administrative and con- 
stitutional division into Dominions, India and Colonies. 
Moreover, the creation of such an organisation would give 
to each member of the Commonwealth a sense of co- 
operation in a common enterprise (enabling Canada, for 
instance, to take an active part in the development of the 
West Indies), and would concentrate the interest and zeal 
of High Commissioners and other Empire representatives, 
which at present is dissipated among a number of institu- 
tions, no one of them being in itself comprehensive or im- 
portant enough to arouse enthusiasm. We are far from 
suggesting that a new super-institution is necessary. Rather 
we believe that some of the bodies, say the Empire Marketing 
Board, the Imperial Economic Committee, the Council of 
Agricultural Bureaux, might merge their functions while 
continuing much the same loose connection with the more 
technical authorities as they possess at present. Thfe 
problem is not, in these days, one of organising fresh and 
ambitious development, but rather one of administering 
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BM gg eiatec^ it^*ywinld be -wdl if the new anthoritjr'werb to ; 
a^opt theflameof one of the ezisting bodies ; hen^onvacd 
we therefore, refer to tl^ proposed institstion m the 
unpenal economic committee. 

The ttiile vdiich we nse for convenience is not meant to 
beg any questions as to the body's structure and member- 
ff hip. The first point to be decided is that of its scope 
and function. While to some extent they must be left to 
take shape as the committee wins the confidence of tlm 
various members of the Commonwealth, its general field 
may be described as that of non-contentious co-operative 
endea'vonr — ^already large and, as the Select Committee on 
Estimates acknowledged, bound to grow steadily as the ' 
value of such co-operation comes to be more and more 
appreciated." 

In the first place, the committee’s terms of reference 
should cover the present activites of existing institutions 
such as those listed above, and the normal development 
thereof. They include scientific research, investigation of 
markets, commercial publicity, agricultural economics, 
the promotion of industrial and other technical conferences, 
the dissemination of scientific knowledge — ^interpreting 
“ science ’’ in its broadest sense. But, beyond that, the 
committee should be prepared to undertake any function, 
within the economic and scientific spheres, that might be 
laid upon it by the unanimous wish of the several Govern- 
ments of the Empire. It might, for instance, carry" on 
the work of the present Imperial Economic Committee in 
promoting the rational division of industrial production 
between the countries of the Empire, acting in this field 
largely through the agtncy of industrialists themselves. 
One extremely important function which it might soon 
assume is the co-ordination of Empire statistics, a matter 
which has received the attention of successive Imperial 
Conferences without any palpable result, largely because 
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dcwaUs centn^ttstioa of oav iwn 
stininjed work has not yet been acoompluhedL 
Bat the absence of specific restriction apon the scofiaQlf^ . 
an imperial committee shoohl not be imeqireted as a 
to embark at once on the grave and controverabl baratesa 
which some of its advocates would regard as its peittdpil 
m/tier. To suggest, as the Federation of British Indaatries 
seems inclined to do, that the creation of such a permanent 
organisation would “ take economic relations out of the 
political field ” is to flj in the face (rf fact. Fiscal autonomy, 
by which is meant the unqualified and unquestionable right 
of each succeeding responsible Government to alter the 
tarif as it pleases, subject <mly to properly concluded 
external treaties, h among the most dearly cherished of the 
Dominions’ privileges. At home, in spite of the change 
that has come over the political scene and the erection of a 
general tariff, there is no subject over which the politicians 
more furiously rage. To make the imperial economic 
committee responsible for the formulation of tariff pre- 
ferential policies, in the sense in which the Import Duties 
Advisory Committee is to be responsible for the formulation 
of tariff policies in this country, would at once prejudice the 
whole of its scientific work and alienate the esteem of large 
sections of public opinion. It would seriously endanger, 
too, the smooth and amicable working of the conxmittee 
itself. That is not to say that questions associated with 
tariffs should be automatically excluded from its purview. 
The assembly and rationalisation of statistical and other 
facts concerning some definite aspect of imperial tariff 
relations would be a proper task for the experts of jhe 
committee, if its reference to them was unanimously agreed 
upon by the interested parties. 

Thus limited in its field, the establishment of the com- 
mittee would not involve acutely those questions of 
responsibility which have exercised many critics. The 
Imperial Economic Committee, and the Executive Council 
of Imperial Agricultural Bureaux, which are responsiUe to 
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coostitimotul difficnltie*. la these days of speculiamiaiMf 
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or^aisatuMU vnthia the fc»iQS and caliqpcies 
Moatesqaien or Mill. The land of (Kganisation that if 
suggested is a small secretariat with a periaanent head* 
acting under the authority of a committee representative 
of the different parts of the Empire, which would assume 
intermediate responsibility for such executive work as it 
would fall to the organisation to perform. 

It is not suggested that additional expenditure would be 
necessary to carry out the plan. Neither the overhead costs 
nor the ^rect expenses on publicity,, markets investigationi 
economic research, and so forth, need be greater than those 
at present incurred by the merging bodies. Nor does the 
establishment of the new committee imply any enlargement 
of the grants which are now awarded to the technical 
institutions. It is essential to the success and esteem of 
the committee as a co-operative enterprise that the 
Dominions should contribute to its maintenance, but 
their economic difficulties, which are no less than our 
own, might ban any scheme involving them in any fresh 
expense at this moment, so to begin with they mi^t be 
prepared simply to continue, as block grants, the sums that 
they now pay direct to the various existing intcr^imperial 
bodies, together, perhaps, vrith some general contribution. 
Further, just as the British Government has financed -the 
promotion of the sale of their products in Great Britain, 
through the Empire Marketing Board, so, when the time 
comes, it is certainly to be hoped that they will feel prepared 
to subsidise and conduct the promotion of the sale of 
Empire goods in their own markets. Again, there will no 
doubt be some pieces of practical research work which it 
will be requisite and necessary to conduct in the overseas 
Dominions — ccmcerning, let os say, fisheries in Canada or 
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Newfowidlatid, or wool fansbaadry in Aostralia. la wMik 
caws it would be natural that the Dominion paiticttlM% 
affected, within whose jurisdiction the work was b^i|; 
carried out, should bear a coiuiderable part of the expense^ 
A body of practice in financial matters would thus be boUt 
up, and later, as the reputation of the organisation giew^ 
the Dominions might prove willing to contribute regular 
and substantial sums to the general cost. 


IV. Migsation 

T here is one further question which it might be sug- 
gested should come within the purview of the com- 
mittee, and that is migration. But, unfortunately, that is 
no longer covered by the description of “ non-con tentious 
co-operative endeavour.” The problem of emigration has 
violently and disastrously changed in the past few years. 
In 1929 the net balance of British passengers departing from 
the United Kingdom for places outside Europe was 92,537, 
of whom 67,671 were leaving for other parts of the Empire. 
In 1931 there was actually a net inward balance of 35,249, 
of whom 11,858 had returned from the Dominions and 
Colonies. The distress of some of the unfortunate emi- 
grants who have been forced by adversity to return has 
received much publicity in this country, especially in the 
organs of the Opposition. “ The hopelessness of the vast 
Dominion,” ” Thousands of young Englishmen lining up 
in bread queues ” — these are the phrases upon which the 
opinion of the electorate is being nourished. A petition 
was recently presented to the House of Commons, reputed 
to be signed by fifty thousand British-born people who, 
having emigrated to Australia, now seek repatriation, 
complaining in bitter terms of the “ extravagant, misleading 
and in many cases indubitably false ” statements with which 
they were persuaded to emigrate. Whatever truth there 
may be in these strictures — ^it is clear that many of them 
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biSty tar put ^migiation, and they have burnt tl^ £iiu^ 
badfy. For some tiou to come, therefore, it seems lU^y 
that government usistance in this field will be confined to 
discreet subventions to approved private bodies who will 
otherwise auume complete financial and geberal rupon^- 
biUty for their schemes of emigration, and to the resump- 
tion of subsidised ocean passages. 

That is not to say that the problem can or ought to be 
avoided at Ottawa. A conference which shirked tu)cs 
merely because they were unpleasant or difficult would not 
hold any hope of real success. Movements of men and 
movements of goods and capital are tightly linked factors 
in the world economic system. Advocates of imperial 
preference in this country frequently claim that although 
Dominion markets, measured by head of population, are 
comparatively small, they are expanding through the flow 
of emigrants, and that their prosperity involves not only 
wider opportunities for our trade but also an outlet for our 
excess population. The 1930 Conference declared that the 
successful solution of the migration problem “ depends upon 
the availability of adequate markets for the products of the 
Empire and of sufficient capital for the development of its 
resources.” From our point of view in Great Britain, we 
have regretted that the process of emigration naturally robs 
us of some of the best, because the hardiest and most 
adventurous, elements of our population. Critics in the 
Dominions, by contrast, have sometimes complained, 
especially in the last few years, that their countries were 
being used as a dumping ground for the cast-offs of our 
industrial system. The Ottawa Conference has an oppor- 
tunity to formulate a Avider view of population movements, 
from the standpoint that the Empire is, or might become, 
a co-operative economic group with a common purpose 
transcending its political divisions. 

Both sentiment and circumstance favour at this moment 
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the reeliaatioa of that principle, which is the keytoffseceae 
at Ottawa. The change of feeling both here and in the 
IV wninwwm we have snfficiendy recorded in onr preidoas 
article. In the economic miUe into which the world has 
been plunged, Empire countries, and especially Great 
Britain, have been among the first to recover their breath. 
Now is the chance to make an effort to escape, and at the 
same time to lead the rest of the world. The inter- 
dependence of the countries of the British Commonwealth, 
and their value as an economic group, have been underlined 
by the simultaneous depredation and resusdtation of ster- 
ling and other currencies of the Empire, but the difficulties 
of the currency question warn us not to pitch our hopes of 
the outcome at Ottawa too high. We arc seeking to 
reverse the tendencies of decades. Still, the opportunity 
is as great as the task, and if we can show the first hints of 
success we shall have given both example and encourage- 
ment to a distressed and leaderless world. 

PomcRiPT. — Since the above wa» written, the repon of the Committee 
of the Economic Adviiory Council on Empire Migration (Cmd. 4075) has 
been publiihed. The Committee, after considering the progressive decline 
in our birth rate, and the likelihood of a gradual readjustment of our industrial 
life, conclude that " we are now confronted with a profound disharmony 
between the economic needs of Great Britain on the one hand, and the 
Dominions on the other, in regard to migration. Now that it might suit 
us to tend large numbers of our people to the Dominions, it does not suit 
the Dominions to receive them. When the time comes that the Dominion* 
will again welcome imnigrantt, it may not be to our economic interest to 
supply the need.” Nevcrthelcs*, by reason of other factors, not least 
because “ the tense of unity which animates, and is the main connecting 
link between, the self-governing parts of the British Commonwealth is 
largely dependent on the preponderance of British stock in the population 
of the Dominioni,” the Committee hold that “when the depression has” 
passed ” — but not before — “ it will again be desirable for His Majesty’s 
Goremment in the United Kingdom to grant financial assistance on a 
rabstaatial scale towards oversea settlement within the Empire.” 
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REFLECTIONS ON THE CRISIS 


I 

I N the tragic drama, the critics teH us, die rhaster- 
craftsman will interrupt the inevitable progress (rf his 
theme to its catastrophe, so that our minds may come to the 
climax cleansed, indeed, but not exhausted bythose emotions 
of pity and terror which tragedy awakes. We find relaxation 
and repose, before the ultimate and almost intolerable 
strain of the tragic ending, through the withdrawal of 
Lear from our sight or the scene with the gravediggers 
or the prattle of her son to Lady MacdufF. 

For twelve months the course of world affairs has followed 
the authentic construction of tragedy. Blow has succeeded 
blow, and the world has seen its economic life exposed to 
the relentless interaction of disintegrating forces. Now, 
in an interlude of relative calm, it awaits the unfolding 
of the drama in which its members, “ themselves the 
authors of their proper woe,” are the players. When and 
where the next blow will fall, whether the processes of 
destruction can be arrested or will exhaust themselves, 
or by undermining its material foundations will bring 
down the structure of our modern civilisation in ruins 
— all these things are wrapped in obscurity. Nothing is 
certain except that nothing stands still. The world is 
moving, even though imperceptibly, either towards 
recovery or away froih it. 

This may be thought to be the language of despair. 
We live in an age in which the human race is perhaps more 
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instiiictiTd^ optunistic than ever before in its b»t0I3^ 
Our ovm genentum baa se^ sncb amazing achieTeinettti 
in the conquest of matter, in the subordination of the forces 
of Nature to the needs of man, that we are apt to overlook 
not only the delicacy and the artificiality of our economic 
and financial background, but its ultimate dependence, 
now as always in the past, on that moral and pdfitical 
sphere in which the progress of the modem world has been 
so immeasurably less significant. 

A political survey of the world to-day discloses little 
ground for optimism. The crisis has, indeed, confirmed 
what few Englishmen in their hearts have ever doubted, 
the genius of their own race and the aptitude of thefr 
institutions for government in an emergency. But it has 
also renewed the old doubt whether in a period of unusual 
and protracted difficulty the constitutional system and the 
political practice of the United States are consistent with 
effective government or lead unfailingly to the spectacle 
now staged of interminable and profitless wrangling 
between the executive and the legislature. In Europe we 
find little but mutual suspicion and unbending nationalism : 
France, intent on security, a security measured in terms 
of the weakness of Germany and dependent on the integral 
maintenance of the peace treaties and the alliances that 
have grown out of those treaties ; Germany, on the other 
hand, disillusioned and despondent, with no democratic 
tradition and little faith in democracy, without prospect 
of a Government founded on general consent, torn between 
the revolutionary doctrines of communism and the empty 
and theatrical bombast of the pseudo-fascists. No nation, 
can pursue a consistent or fruitful foreign policy if it has 
no assurance of stable government at home. With the 
foundations of government shaken, as in many parts of 
Europe, the difficulties of international co-operation are 
intensified and the springs of goodwill and tolerance and 
enlightenment are dried up. It is, perhaps, a sign of the 
times, and not a mere idiosyncrasy of the Irish mind, 
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liF^'db’-^deKS'/iliodd choMf^ ti&' - ^ 

catt. «Mi t]g» iri«tidQ]r 

■Mi to put in il)B place embitterment a&d isolatkm. '’ 

Za the eooooQuc &phere, every day provides frrah proi^ 
that the jutioos of the world are economicafly inter- 
dependent and that their financial life is bnilt np on 
fidence. Yet everydayrecords some newshochto confidenice, 
some other attempt to attain national self-suffici^cy. 
As the fall in prices continues,* its effects are seen to 
progressively more serious. The most formidable problems 
are set when all money burdens remain constant and prices 
of all goods are lowered. The economic machine is 
thrown ont of alignment and is subjected to strains and 
stresses which it was not designed to carry. There is dis- 
location in budgets, dislocation in the national balance of 
payments, dislocation in the productive organism. Tlie fife 
of nations and of individuals becomes a struggle not to 
create wealth, but to arrest its destruction. Producers 
strive to adjust their costs to prices, wage-earners fight 
against the reduction of their wages, debtors all over the 
world are submerged beneath the immensely increased 
burden of their debts, creditors seek to maintain their 


claims and protect their assets. In the struggle between 
producers and wage-earners, between debtor and creditor 
classes, the machine slows down and production dwindles. 
The industrial production of the worldt rose from loo in 
1928 to a peak of iiz in 1929, and by December last had 
fallen to 80. Total production (1928 = 100) had dwindled 
by December last to 69 in Canada, to 87 in France, to 
59 in Germany, 60 in Poland, 92 in Great Britain, and 67 
in the United States. Production means income, and 
such figures as these imply a fierce struggle everywhere 
for the division of a vastly diminished aggregate income. 


* Wholesale prices in America have fallen 31 per cent, since September, 
1929, and over 6 per centv since September, 1931. Wholesale prices in 
the United Kingdom converted to a gold basis have fallen over the same 
periods by 46 per cent, and 24 per cent, 
t Index of the Institut fSr Konjunkturforschung. 
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The fiwt aad d»ef MSttmt ate the vaemploTei, thee 
those with vaeiahle incomes or mamax ^derived 

from foreign inmtment, last of all the wage-earners. 
By the transfer (rf wealth from the entrefreneur to those 
with fixed money claims, enterprise and devetepment art 
stified, the universal dislocation becomes progressm 
and the strn^le is renewed and intensified. 

If it was inevitable that governments should seek to 
intervene in this imbroglio, it is certain that their inter- 
vention has on the whole aggravated the process of dis- 
int^ration. Government action springs from the desire 
to mitigate necessary readjustments and from the fear of 
economic changes leading to social chaos. Thus it has 
seemed to the countries of central Europe vital to main- 
tain the nominal gold value of their currencies because 
they regarded the social consequences of a second inflation 
as hazardous in the extreme. Exchange control, import 
quotas and restrictions are the natural instruments of that 
policy. Exchange control to be efiective must be complete, 
and to be complete necessitates the control of all economic 
activity. The economic life of Germany to-day is effectively 
managed not by industry nor even by the State, but by 
the Reichsbankdirektorium, and the result is to tighten the 
noose that is strangling production. Again, in the effort 
to achieve a positive balance of payments, every country 
finds it easier, in a world in which there are no buyers, 
to reduce imports than to increase exports. But one 
country’s imports are the exports of another, and this 
general forced abstention from importing must in the long 
run bring all international trade to an end. If pursued,, 
it cannot fail to reduce the whole standard of our civilisa- 
tion. 
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H ow is tlie norid te escape bora tMain^ttae ? lUtt 
^e xmaaac disorder is due primarily to the rapid, lalb ta 
prim, and it is dear chat a :peneral rise in prides to theierd 
of 1938-29 would be by br the most powerful and universal 
rem^. Leaving for a momeat the question whether 
aaythi^ can be done to stimulate such a rise» let us look 
at the alternative. It is that the world should go through 
a long agony of adjustment to a lower price level, with all 
that it involves — the writing down of indebtedness of 
every kind, internal and external, the reduction of vrages 
and other fixed incomes. This process can be seen operating 
to-day, but it would need to be carried a great deal further. 
It would mean repudiation by governments, drastic reor- 
ganisation of the capital of public companies, sututory 
lowering of interest rates and fixed charges, as in Germany. 
It would bring with it increased unemployment and a 
general lowering of the standard of life, and no one can 
foresee what social consequences would follow in their 
train. On every ground the alternative to a rise in prices 
is one which no class and no nation can contemplate with 
equanimity. 

But to ask how a rise in prices can be brought about is 
to plunge into one of the classical controversies of the 
economists. There are those who would have us believe 
that our economic life is entirely dominated by monetary 
factors, and that the central banks, even though through 
ignorance or perversity they may dehy it, have it in their 
power to produce a trade boom or a trade depression by the 
simple and infallible expedients of cheap or dear money. 
Others would allow monetary factors a quite secondary 
r^e, and would maintain that money fi)liow8 trade, not 
trade money. In other words, that an over-production of 
commoditia leads to a fall in prices and that prices will 
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liie again only when the statistical position esoonn^ 
buying for a rise — in sn^ controversies truth often Mes 
roughly midway between the extremes. The layman finds 
it difficult to believe that if central bankers are omniponmt^ 
able men should have practised that profession fot 8o|c«^ 
without discovering the fact. It is not a normal chfeiifr 
teristic of any profession to undervalue its own importance 
in the world. To the layman, again, it must appear unlihely 
that the abundance or scarcity of credit is without influence 
on the moment at which the speculative buying of com- 
modities will begin, and private enterprise feel justified 
in entering upon constructive works of capital improve- 
ment. But if wisdom lies in the mean, we shall incline 
to the view that the operative factors are many and their 
interactions extremely complex, and for that reason we 
shall be cautious in announcing panaceas. 

Certain facts in the situation stand out. The first is 
that world stocks of many of the principal commodities are 
exceptionally large. Of that the following table is sufficient 
indication. 

WoKLD Stocks of PaiiiARr Commodities 
At Beginning At Latest 

of 19Z9 Date Date 

^cottm” } 3 ' 494 >°oo 8,760,000 bales April i, 1932 

Copper 292,000 tons 623,000 tons October i, 1931 

Tin . . 25,000 tons 61,500 tons April i, 1932 

Rubber 266,000 tons 644,000 tons March I, 1932 

Sugar . . 4,422,000 tons 8,641,000 tons March i, 1932 

Coffee., 15,703,000 bags 34,179,000 bags March I, 1932 

Wheat 565,000,000 bushels 542,000,000 bushels December i, 1931 

It is true that stocks are held to-day to a quite exceptional 
extent by the producer, for the reason that merchants and 
consumers have lived from hand to mouth. In tha t 
respect, the technical position is favourable for a rise, once 
confidence is restored and buying begins. But when we 
consider these figures, and others like them, when we are 
told, for instance, that there is in the world a stock of 
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•MQfdaB, m loe boood to acknowledge the aditelionof jt 
fenddaUe obatade to an earty or rapid liae in pricen A 
Moond fia<A which we cannot overlook is that the power of 
Qmt Britain to inflnence the coarse of world prices bf lls 
aaonetarf polky is not the same as that of countries, snch 
as the United States, which have remained bn the gold 
standard. Anf appreciable rise in prices in America 
must have world-wide repercussions through the gradual 
redistribation of the gold stock. In theory at least, a 
rise in sterling prices should lead to a fall in the gold 
value of sterling and be without any certain and direct 
influence on prices outside those countries which follow 
sterling and not gold. But in the conditions of to-day, it is 
clear that relative price levels are not the only determining 
factor in exchange rates. The present strength of sterling, 
for example, is due in part to large movements of capital 
resulting from a revival of our world prestige in recent 
months and from distrust of other currencies ; and in such 
circumstances there is reason to believe that the exchange 
could be held even against an appreciable rise in sterling 
prices. As a nation we have an overwhelming interest 
in the revival of world trade, and that interest demands 
that we should exhaust every means in our power, by low 
money rates and a reasonable expansion of credit, to help 
in raising prices in the area in which the influence of 
sterling is dominant. 

But even if our own authorities and those of the United 
States actively pursue a policy of cheap money, it is essential 
to remember — and this is our third fact — the imporUnce 
of political and psychological factors in the present situa- 
tion. Throughout the world there has been a breaking 
down of confidence. The world as a whole has lost faith 
in international co-operation; America has written off 
Europe and Europe America ; many nations have come to 
mistrust or to despise the governments and even the 
political institutions under which they live, others are 
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A weceraMi of tc«ocM% not confined to anf nntkitt «ld 
culminating in the Krenger affair, has so dbdken confidence 
in the larger buriness undeitakmgs of our time a» to 
threaten, often by false analogy, the whole modom trend 
towards rationalisation. Monetary policy can do HQ 
restore confidence, yet prices are not lite^ to rise imr mds 
to revive without it. It will return in any event only 
gradually and with faltering steps, and to asast it on its 
way is the most pressing political task of the moment. 

Governments can exert a great psychological influence 
in two directions — by discarding functions for which they 
are unfitted and by working for a settlement of outstanding 
international problems. Modern economic organisation is 
admittedly imperfect, but it is never so imperfect as when 
governments attempt to direct it. Their intervention is 
haphazard and it is, in a business sense, irresponsible, since 
it is subject to no penalty for failure. Much of central 
Europe to-day is within hailing distance of the Soviet 
system, which requires all foreign trade to be in the hands 
of the State. Tliere is no half-way house between that 
system and private enterprise, and the only result of the 
attempts by governments to regulate private enterprise in 
times of crisis by exchange control, quotas and similar 
restrictions is that they prevent the economic organism from 
exercising the power inherent in it of correcting its own 
excesses. Trade cannot again flow freely until currencies 
are allowed to find their own level, and it seems probable 
that others will be compelled to follow the example of 
Greece in abandoning the pretence of a gold parity which 
has lost all reality. 
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VX7HEN g^orveraments turn to tkeir legithnate foactioM 
W td pdkkal af^semeat) they soon iad thit 
UKMQfanUy the nuMt difficult Lateraatioaal proM e itt 
ol our time is that of Franco-Gennan It 

peaetrates into every nook and cranny of European poUtks, 
and the failare of £nr(^ to solve it has ccnitributed 
more than any other factor to the estrangement of Europe 
and America. The abortive French plan for a limited 
Dannbian federation is an admirable illustration of what it 
meant by these sutements. The succession States of the 
old Austro-Hungarian Empire, with the possible exception 
of Czecho-^lovakia, are all in varying degrees econoodcally 
and financially embarrassed. Their budgets are un- 
balanced, they are either in default on, or find difficulty in 
meeting, the service of their external debts, and if they 
have contrived to maintain a precarious adherence to the 
gold standard it is only by the exploitation of every known 
device for the control of exchange and at the cost of the 
virtual abandonment of foreign trading. They are the 
victims not only of the fall in prices but of the disruptive 
provisions of the peace treaties. The history and the 
details of the proposed Danubian plan are in some respects 
obscure. It appears to have originated in a suggestion of 
the British Government that the Danubian States should 
re-establish the Zollverein which existed under the old 
Empire. The suggestion was resisted and M. Tardieu 
then came fcuward with his Danubian plan. 

In outline the French proposal, which covered Czecho- 
slovakia, Austria, Hungary, Jugo-Slavia and Roumania, 
was that those countries should establish reciprocal pre- 
ferences to the extent of lo per cent, of existing tariffs ; 
that certain countries outside the group, notably Germany 
and Italy, should grant the Danubian countries preferential 
entry for their agricultural products, without any direct 
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4(iv«iitag«-ia semii ;. and that a loan of $5(^000,000 dioidd 
be raised on the gnamtee of the lending anmtriea 
anmablj France and England) and spent, under iates-^ 
national control, for the protection of the budgets aiid^i^ 
exchanges of the Dannbian group. Tliese propows 
foundered after two days’ discussion at the London Conr 
ference, owing to the refusal of the outside Powers, and ut 
particular Germany, to abandon their most-faTonted* 
nation rights. Probably from every point of view it was 
better that they should founder. The plan was too 
narrowly restricted in scope to bring much lasting benefit 
even to the Danubian countries. It involved expensive 
palliatives in the form of fresh loans for dubious objects. 
It would have strengthened the French hold on the Little 
Entente and would have reinforced the political with the 
economic isolation of Germany. 

When the Lausanne Conference meets in June, it is to 
consider not only reparations but also the plight of the 
Danubian States. The Conference can do more than any 
other single agency to restore confidence and thus to launch 
a revival of world trade ; it can also postpone that revival 
indefinitely. In a sense the problem of reparations has 
solved itself, since a renewal of reparations payments is not 
in sight. But what the world needs is not acquiescence in 
a temporary default, but a lasting settlement as part of an 
honourable modus vivendi between France and Germany. 
It is idle to speculate on the prospects of the Conference. 
All but the strongest governments are the servants of their 
public opinion, and it seems unlikely that either France or 
Germany will be represented at Lausanne by a government 
drawn from an assured and durable majority in Parliament 
or the country. This is one reason the more why it is 
right that the British Government and, if his health permits, 
the Prime Minister, should continue to exert in favour of a 
settlement all the influence which in such situations can 
properly be claimed by those who have vital interests at 
stake and are yet essentially disinterested. 
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EDITOR’S PREFACE 


A n a<xount of what has been happening in Ireland since 
Mr. de Valera’s accesnon to power will be found in 
the article from the Irish Free State that follows. In this 
preface we give our own view of his action with regard 
to the Anglo-Irish Treaty of 1921, and the Irish Land 
Annuities, and of the course to be followed by the British 
Government. 

First to deal with the oath, the form for members of the 
Oireachtas* was set out in Article 4 of the Treaty.f 
From the British standpoint, the essence of the Treaty 
was that Ireland should remain in the British Common- 
wealth of Nations, and the oath was the earnest of her 
intention to do so. Her status was to be that of the 
Dominions, and her position in relation to the Imperial 
Parliament and Government, and otherwise, that of Canada. 
Due effect was given to the provisions of the Treaty in the 
Irish Free State constitution. Article 17 reproduced 
verbatim the oath clause (Article 4 of the Treaty) and 
prescribed the time and manner of taking the oath for 
every member of the Oireachtas. . Article 55 imposed the 
same duty on Ministers who happen not to be members of 
the Oireachtas, and therefore are not covered by Article 17. 
Up till now the oath has been taken by both Ministers and 
members alike, including Mr. de Valera himself and the 
members of his party. The Treaty has been loyally kept 
by both sides for the last ten years. 

At the instance of Mr. de Valera, however, the Dail 
has now passed a Bill to delete both Articles 17 and 55 
from the constitution and thus abolish the oath.- It 
• The Iriih Parliameot. 

t For the ectnil word* lee page 503 of the article that follow*. 
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hat ckme taott. Seedda t of the constitntion gaye ^e. 
Ai^iMdtk.Tn9a^ the |»ice of law and provided ^t, ia 
event of anj coi^ict between its provisions and those 
oflthe constitution^ or of any amendment or law passed 
under the constitntion, the Treaty shonld prevail. The 
Bill would also delete this section, and the words in anotho' 
Article (50) litnitmg amendments to those which do ^t 
infringe the Treaty. 

These are vital alterations, and they have been deliber- 
ately introduced — ^Mr. de Valera has himself told us so— 
without any previous consultation with the British Govern- 
ment, the other party to the Treaty, In our opinion, Mr. 
Thomas is right — “the Bill is nothingless than a repudiation 
of the settlement of 1921 as a whole.” It cannot be justified 
by the Statute of Westminster, or anything else that has 
happened since the Treaty was signed. When that Statute 
was before the House of Commons last November, the 
British law officers gave it as their considered opinion that 
the binding character of the Treaty would not be altered 
one jot or tittle by passing it. It is Professor Berriedale 
Keith’s view* that, notwithstanding the Statute of West- 
minster, as the Constituent Assembly of the Free State 
definitely enacted that the Treaty is superior to any 
provision of the constitution, and of any amendment thereof, 
the. Oireachtas cannot legally pass any enactment which runs 
counter to the Treaty, and that any such measure would 
have to be held invalid by the Irish Courts as a mere matter 
of law. But, even if the Statute of Westminster had 
removed the obstacles in the municipal law of Ireland to 
her breaking her word by deleting the provisions in -her 
constitution which gave effect to the Treaty, it would still 
have left that Treaty absolutely intact between England and 
Ireland. Obligations of good faith would still have stood 
in the way of the course taken by Mr. de Valera. As Mr. 
Cosgrave, then President of the Executive Council of the 
Irish Free State, reminded Mr. MacDonald in a letter 

• See the Manehtsttr Guardian of May a, 193*. 
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ivAfaii tmtnad of Ccmtmont in Nov«siber, 

**Tie Jttve^i«ita9ited time and again that ilie IVea^ la 
att<«freeaieBt mhidi can onfy be altered by conaent.” '! 

What then should Great Britain do in this dilemma, sfhidi 
has beat thrust upon her 1 Our people haye theiriendHest 
fading towards the inhabitants of the sist^ island^ and 
dsere is nothing we desire more than good relations with 
them. At the same time, our Government could hardly 
shut its eytt to so deliberate a breach of agreement, and 
go on as if nothing had happened. It is, moreover, Mr. de 
Valera’s intention that more shall happen, and his action 
with regard to the oath is merdy a first step. He an- 
nounced in the Dail, at the second reading of the Bill to 
alter the constitution, the readiness of his party to lead the 
Irish people on to complete independence, as soon as they 
are ready, and his acceptance of the invitation to Ottawa 
would merely seem to indicate a desire to get the best of 
both worlds until the final step is taken. A suggestion 
was made in the House of Commons that we should consult 
with the Dominions, and a question which involves a risk 
of the Commonwealth losing a valued member must 
obviously be brought to the notice of the Imperial Con- 
ference. But that is a very different thing from asking the 
Conference to decide what we ourselves ought to do in a 
case which primarily concerns Ireland and ourselves alone. 
The responsibility of making up our minds could not fairly 
or effectively be put upon others. As the Secretary for the 
Dominions replied when the suggestion that we should 
consult the Dominions was put to him, “ it is a difference 
between two parties to an agreement. One of the parties 
has repudiated it. There is no more to be said.” 

In our opinion, we should take our stand upon the Treaty 
and wait, confident that the Irish nation, in whose good 
faith we shall continue to believe, will return to it. Mean- 
while our Government has, we consider, adopted the only 
course that was open to it. If Mr. de Valera’s Bill 
should pass through its remaining stages into law, it 
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ivoald olmoBBty be isapouible for the Brithh GoeoAr 
ment to enter into any new agreement widi A 
Government in Ireland which has so ddhberately htdbsn 
an existing one. Thus, as Mr. Thomas has indicated, 
no further agreements can be made at Ottawa, not 
can there be an agreement for the renewal of die 
preference given to the Free State under the Import 
Duties Act when that preference expires in November, 
while an agreement so fundamental as the Treaty is 
ddiberately repudiated. 

The retention by Mr. de Valera of the Land Annuities 
is a different matter. It too arises out of the Anglo-Irish 
settlement, but it raises no vital constitutional question, 
and although Mr. de Valera’s attitude was unbending at 
first, he appears to have adopted a more reasonable one 
since Mr. Thomas’s letter of April 9. From his statements 
indeed one gathers that he had never seen the 1923 and 
1926 agreements, signed by members of the British and 
Free State Governments; these make it clear that the 
annuities are to be collected by the Free State and handed 
over to the British Government, which has to pay the 
interest on the stock representing the original loans by 
means of which the tenants were enabled to purchase 
their farms. Mr. de Valera has now told a representative 
of .the Associated Press that “ the whole question is to be 
re-examined in view of the agreement between the British 
Government and the Irish Free State Government dated 
1923, and brought to light by Mr. Thomas.”* In the event 
of reconsideration failing to convince Mr. de Valera, 
although we consider that the British case is beyond dispute, 
our Government should, we think, be prepared to submit 
this particular question to arbitration under the scheme 
adopted by the last Imperial Conference for settling differ- 
ences between members of the British Commonwealth.t 

• See 7 h€ Irish Pnss of May 2, 1931. 

t See the official tummary of the proceedings of the Imperial rn nfo.yn<T, 
1930. 
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IREtAND AND THE TREATY 1 ; 


I. The Result of the Election 

A lthough the result of the Free State election 
undoubtedly surprised the outside world, it was not 
nniucpected by close observers of Irish politics.* The 
fact that Mr. Cosgrave’s Government was the oldest in 
Europe was perhaps its greatest handicap. Few adminis- 
trations can hope to survive the accumulation of dislike 
engendered by ten years of resolute and impartial govern- 
ment, particularly in a country like Ireland, where envy 
and hatred of those in office or authority are peculiarly 
prevalent. Moreover, the Government itself did not act 
with much tact, and justified the humorous comment of a 
friendly cynic, that it contained several statesmen but 
only one politician, namely, Mr. Cosgrave himself. Just 
before the election it announced its intention of making 
substantial reductions in the salaries of the primary school 
teachers and the Civic Guards, which these influential 
bodies, with representatives scattered all over the country, 
naturally resented. It committed another and more serious 
blunder by launching at the same time a State prosecution 
for seditious libel before the Military Tribunal, set up 
under the Public Safety Act, against Mr. de Valera’s 
newly established paper, ‘The Irish Press , and its editor, 
Mr. Frank Gallagher. The charge arose out of the pub- 
lication of articles and statements alleging ill-treatment of 
political prisoners by the Civic Guards in western Ireland. 
The hearing occupied eleven days, and over fifty witnesses 
were examined . Such^ case naturally presented a splendid 
opportunity for pleading justification of the statements 
* See The Round Table, No. 86, March 1932, p. 374. 
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pobiyiedy ai^ gave Mi. de Vakra’a party a 0 iie opeaiiag 
far political propagandk, of which it fully availed itself. 
In the result, although the defendants were &ied £j <30 
each, the evidence justified the editor’s action and dis- 
credited the C.I.D. department and its head; In any 
event ordinary common sense ought to have indicated to 
the Ministry that the eve of a general election was not the 
time to embark on what might certainly be described as 
an attempt to stifle public criticism of their poHce 
activities. 

But, quite apart from these blunders, the election results 
clearly indicate that the people as a whole desired a change 
of Government, and would, in any event, have ensured it 
by their votes. The first preference votes were as follows : 
Fianna Fail, 566,325 ; Cumann na nGaedheal, 449,779 ; 
Independents, 124,513; Labour, 98,263; Farmers, 
34,989. The result of an election under universal suffrage 
may justly be described as a verdict based on the collective 
wisdom of the ignorant, and this election is no exception 
to this definition. In effect, the people desired to get rid 
of the Cosgrave Government and to give Mr. de Valera 
a chance of governing, but under severe limitations as 
regards power and policy. Remembering that the Labour 
party is essentially pro-Treaty, though anti-Cosgrave, the 
first preference votes seem to show a majority of 55,307 
votes against the Cosgrave party, and a majority of 41,219 
votes against a policy designed to break the Treaty. The 
following table shows the results of the five general elections 
which have taken place since the establishment of the 
Free State, and the steady increase of Mr. de Valerj’s 
party vote ; 



Fianna 

Fail 

Cumann Na 
nGaedheal 

Labour 

Farmers 

Indepen- 

dents 

1912 

36 

58 

17 

7 

10 

1923 

44 

63 

H 

»5 

»4 

1927 (June) 

5 » 

46 

22 

11 

22 

1927 (Sept.) 

57 

61 

•3 

6 

*5 

1932 

7* 

56 

7 

4 

13 
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Piit ^iitf ii ilw ^utf lew ^IketeA w fht 

]^ It idita tkoiM l^t botii Labour ^nd the >F«i|ii«nf 
parties have loA '^ts progresaivdy to the larger ^piKM!lMf» 
and even the Independents are now much dimmidisd’ tn 
nombers. As Laboor now supports Fianna Feil^ and the 
Farmers and Independents in effect support Cumann na 
nGaedheal, the effective state of the parties is 
as follows : Fianna Fail, or de Valera bloc, 79 ; Cumann 
na nGaedheal, or Cosgrave bloc, 73. These fignres are 
not quite exact, because a couple of the Independents 
have at the moment given conditional support to Mn de 
Valera, and two of Mr. Cosgrave’s part^ have died since 
the election. The total number of votes polled in the 
election was l ,274, 1 56, being 104,000 more than the previous 
highest poll in 1927. This increase was characteristic of 
every constituency except Clare, Mr. de Valera’s own seat, 
and proves that a genuine public interest was taken in the 
result. The Fianna Fail party headed the poll in twenty-one 
out of the twenty-nine constituencies into which the 
country is divided, and there can be little doubt that 
but for the proportional representation system of voting 
its gains would have been far greater. One fandes that the 
members of the late Government, who advocated the 


abolition of P.R., have now changed their minds. Apart 
from Dublin University (Trinity College) there were no 
uncontested seats. The percentage of spoiled votes was 
negligible. Fianna Fail secured a member for every 
7,900 votes polled, and Cumann na nGaedheal one for 
every 8,040 votes polled, proving that P.R. gives a result 
in which there is a close approximation in the values of the 
votes cast for the two main parties. With the exception 
of Mr. T. J. O’Connell, the leader of the Labour party, 
all the party leaders were elected, including every member 
of Mr. Cosgrave’s Cabinet. But no party secured a clear 
majority of votes or seats. 

The election was conducted throughout in a serious and 
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«fded|)r maaa^a, tluJ dikore m$B an c»dre dbacAot^ffilj^^ 
tai^Macc or ifttiiiittiatiQiiioa Febmaiy i6, when tlia 
todt place. The oofytrag^ incident, which had no polidcil 
c^nificance, waa the shooting of Mr. Patrick RcTnoildStf # 
member of the last Dail and a Cumann na nGaedlmi} 
candidate in the election, and the detective ofiicer who 
accompanied him, hj a police pensioner with whemx Mr« 
Reynolds had had a private altercation at the latter’s 
house. This event, which took place on February 14, 
after the nominations were complete, necessitated the 
postponement of the election in the Sligo-Leitrim c<Mi- 
stituency, where Reynolds was a candidate, and the meeting 
of the new Dail had to be altered from March 2 to March 9, 
in order to permit this election to take place. 

Daring the election Mr. Cosgrave and Mr. de Valera 
made whirlwind tours of the country, assisted by the 
motor car and loud speaker. The publicity campaign of 
the Cosgrave party was better managed than that of their 
opponents, and was concentrated principally on large 
advertisements in the Irish papers which gave in graphic 
and condensed form the record of the Cosgrave Govern- 
ment and their rivals. The most effective and pithy poster 
was that entitled “ His Master’s Voice,” which represented 
Mr. de Valera walking forward with an armed gunman 
holding a revolver to his back, and the most amusing a 
circus playbill headed “ Devvy’s Circus : Absolutely the 
greatest road show in Ireland to-day,” and featuring 
Mr. de Valera as “The world-famous Illusionist. Oath- 
Swallower and Escapologist. See his renowned act escaping 
from the strait jacket of the Republic.” 

One of the planks in Mr. de Valera’s programme is a 
pledge to revise all army pensions that have not been 
granted for disability. There are about 3,000 of these 
pensioners, whose pensions total about 50,000 per 
annum, and on February 26 Mr. de Valera’s paper, fTh/ 
Irish Press, referred to a rumour that two members of 
Mr. Cosgrave’s Cabinet were plotting with these pen- 
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dM«»«»W«g<taa»«<n»^^ .TUtnuMtaMii 

iipiMdlit^ deacriM by Mr. Co^ve u " giMo^aaly 
«My«e ** Cady to be explained “ by a d is owte r ed 
laMgbuitioa or * guilty politka] conscience.” In a 

ksned on the eve of his leaving o$ice Ijll^ 
Cosgmve adnutted that the verdict of the el^ors m^t 
that Fianna Fail should get an opportunity of tryix^ <pt 
their policy, and accordingly the Boachinery of State, ade^ 
qnate in every part, would be handed over to them. He 
added that the difficulties which would confront the new 
administration were mainly of their own mahing, a fact 
which would become increasingly manifest even to them. 
While, however, the new Opposition would not deny them 
any reasonable facilities, it would not shirk its duty as a 
parliamentary Opposition by being a consenting party in 
discrediting the national honour, nor look silently on while 
the country’s economic problems, in a period of world- 
wide depression, were being made the sport of politics, 
and its resources frittered away upon unsound and fantastic 
schemes. Their efforts in Opposition would be directed to 
the ends they had steadily pursued during the last ten 
years — the establishment and the maintenance of national 
dignity, national prosperity, and national good faith. 


II. The New Government and Its Policy 

A S a prelude to the discussion of the present political 
situation in the Free State, it is desirable to state 
briefly the aims and policies of the various parties. Fianna 
Fail, or the moderate republican party, led by Mr. de 
Valera, aims eventually at complete separation from Great 
Britain and the establishment of an independent republic, 
but it is content to achieve this object by easy stages and 
by democratic methods. For the moment it claims only a 
limited mandate within the scope of its election programme, 
namely, to abolish the oath of allegiance and retain the 
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protection {or afl Irleli foode manufactared in Irela^ ^ 
deciease of nnemplopment, and the decentralisation irf 
indnstrp.t Cumann na nGaedheal, or the constTOctiro 
nationalist party, led by Mr. Cosgrave, stands fw ^ 
maintenance of friendly relations with England, the obterv- 
ance of the Treaty of 1921, the co-equality of aH States «i 
the British Commonwealth, and, above all, for the eirforce- 
naent of the people’s democratic decisions. Its economic 
policy may be described as one of scientific protection for 
suitable industries and the full development of our agri- 
cultural industry by improving its standards and output. 
The Labour party is principally interested in schemes for the 
provision of employment, the increase of old age pensions, 
and other measures of social reform, and is only remotely 
concerned with such questions as the oath of allegiance, 
which it does not regard as of vital importance. The small 
Farmers’ party, hitherto attached to Cumann na nGaedheal, 
is purely interested in agricultural matters, and is likely to 
vote as the interests of its followers dictate. The Inde- 
pendents are a heterogeneous group without any definite 
leadership or policy, but chiefly representative of the busi- 
ness interests, the Protestant minority, and the old Unionist 
party. They include the members representing Trinity 
College, and their general tendency is to support a conserva- 
tive policy, and to uphold the Treaty. Outside the Dail, 
and refusing to take part in its proceedings, is the extreme 
republican party, which may be divided into two parts, 
political and military. The political wing is represented 
by Sinn Fein, an organisation largely controlled by Miss 
Mary MaeSwiney, which believes that the government of 
the country is still vested in the members of the Second 
Dail ; and the military wing by the Irish Republican Army, 
or I.R.A., composed of the younger men who do not neces- 

• See Thi Round Table, No. 74, March, 1929, p. 379 ft stq., and No. 80, 
September, 1930, p. 820. 

t See the Appendix. 
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m l^^«a>tem porticm. of ^ co^tiy, a 
■uiluat tisge, asd Saor Eire, (me of its satellite -bodiMiii^ii 
definiteljr of that colour. All thrae extreme 
parties stand for the immediate establishment^-if aeoesmy 
b7 force of arms— of an All-Ireland republic, embracing not 
onlj the Free Sute but Northern Ireland, and the compleec 
denunciation of the Treaty and abolition of the Free $tate 
Constitution. It is somewhat ironical to reflect that their 
policy is derived, through the abstract principles of the 
French Revolution, from the writings of the English political 
philosopher Locke, who was the English champion of the 
Orange cause, rather than from Irishmen like Swift or 
Burke. But the fact that the ghosts of Emmet and W(dfe 
Tone, who first advocated these theories, still confront one 
at every political corner in Ireland cannot be denied and 
must not be overlooked by anyone who wishes to understaiKi 
the mentality of our political extremists. 

The first step of the new Dail, when it met on March 9, 
was to elect as Speaker Mr. Frank Fahy, a Fianna Fail 
deputy from Galway, in place of Mr. Michael Hayes, the 
Speaker in the last Dail. Mr. Hayes was beaten by only 
two votes, as many members apparently felt that it would 
have been better to preserve continuity in such an office. 
Mr. de Valera was then elected President of the Executive 
Council by a majority of 13 votes, and, after obtaining the 
formal sanction of the Governor-General, who attended at 
Leinster House for this purpose, he announced that the new 
Executive Council would be composed as follows : 

President, and Minister for External .Affairs, Mr. Eamon de 
Valera; Vice-President, and Minister for Local Government, 
Mr. Sean T. O’Kelly ; Minister for Lands and Fisheries, Mr. P. J. 
Ruttledge ; Minister for Industry and Commerce, Mr. Sean Lemass ; 
Minister for Finance, Mr. Sean McEntee ; Minister for Agriculture, 
Dr. James Ryan ; Minister for Defence, Mr. Frank Aiken ; Minister 
for Justice, Mr. James Geoghegan, K.C. ; Minister for Education, 
Mr. T. Derrig ; Minister for Posts and Telegraphs, Senator 
Connolly. 
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Tb« ntoiei die sof Kfiiuetrj were a^iraTed lif 
{^]iridioitta<iiviuoit. Lilce Mr. Cosgrtve’s Govmmieiiti 
die new Exeentiye Coundl is on the whole composed irf 
posMf men. Its leader, Mr. de Valera, is jost fifty, hadaf 
been bom in New York of a foreign father and an Ifub 
mother in the year 1882. He spent his childhood in 
Coonty Limerick, and was educated in Dublin, where he 
took his university degrees, and became a teacher of 
mathematics. He took part in the Rebellion of 1916 and 
was sentenced to death, but this was commuted to penal 
servitude for life, and he was subsequently released in 
June 1917, whereupon he was at once elected M.P. for 
East Clare as a republican candidate. He helped to 
organise the Sinn Fein movement, and was elected its 
president in October 1917. When Dail Eireann was 
brought into being on the secession from the British Parlia- 
ment after the general election of 1918, he was elected 
President of the Republican Government. Subsequently 
he went to the United States to seek recognition and funds 
for the Irish movement. In November 1920 he returned to 
Ireland, and in 1921 took part in the negotiations which led 
up to the Treaty. He refused to go to London for the 
final negotiations, and eventually repudiated the agreement 
arrived at there. His weak attitude at this time was 
generally believed to be chiefly responsible for the disunion 
and dvil war which ensued, as without him the extreme 
element would not have been able to obtain any serious 
public support. He took part in the civil war, but as a 
follower rather than a leader, and subsequently emerged to 
found the Fianna Fail party in 1926 and to enter the Dail 
as its leader in 1927. Mr. Sean T. O’Kelly was one of the 
early members of the Sinn Fein group in the Dublin 
Corporation, where, like Mr. Cosgrave, he served his 
apprenticeship to public affairs. He also represented the 
Sinn Fein party in Paris, and was the leader of the deputa- 
tion that sought to place the Irish case before President 
Wilson during the Peace Conference. Mr. P. J. Ruttledge 
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Irdaad ttiA m'mtl^-,\ 
l>^ id tim a^ Mr. McEntee ii an en|^ner 't^4 
patent ageatt leke^alao took part in the rising td 84 

dadMr. Lemasa^ n4io was then only 17 , and who is regaled 
as the coming nun of the Fianna Fail party. Eeisa dfear 
speaker, and is reputed to be reasonable in hia views. Dr. 
James Ryan is a doctor with agricnltnral takes like many 
of his confreres in the Free State. Mr. Frank Aiken was a 
prominent republican leader in the Anglo-Irish struggle and 
the civil war ; in his new post as Minister for Defence he 
commands some of his former opponents. Mr. Derrig was 
also a prominent fighter in the civil war, and is a teacher by 
profession. Mr. James Geoghegan, K.C., never took any 
part in politics until he emerged from the Law Library to 
contest Longford-Wcstmeath in 1930 as a Fianna Fail 
candidate. 

It is not surprising that the first act of the new Govern- 
ment, composed as it is largely of ex-political prisoners and 
fighting men, was to release immediately all the militant re- 
publicans who had^been sentenced by the Military Tribunal, 
and its second to suspend the operation of the Public Safety 
Act, thus automatically abolishing the Military Tribunal 
and removing the ban imposed on the I.R.A. and kindred 
organisations. The release of the prisoners was celebrated 
by immediate demonstrations in Dublin and by parades of 
the I.R.A. throughout the country on Easter Sunday in 
celebration of the 1916 Rebellion. At these gatherings the 
speakers were careful to emphasise the fact that in spite 
of such concessions the I.R.A. must continue its work and 
would not rest until it had achieved its final object, the 
restoration of an All-Ireland republic. At the military 
parades on Easter Sunday it was noticeable that the 
demonstrators did not carry arms, and that no volleys were 
fired over the graves of the dead republicans where the 
demonstrations ended. No member of Mr. de Valera’s 
Government took part in these processions, and the Free 
State army was confined to barracks in order to avoid any 
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f|ilttiQe;ol fnetioa. It i$ well to rememfaci' iluit 

4 <£aitel)r condetoned last October bf the C«th(^ 
mSerarchjr as “ a sinful and irreligious organisatioft” of 
ao Catholic ran lawfully be a niember, and seTesal^ ^ die 
LILA, speakers attacked the bishops in their publicaddressM. 
It is believed that Mr. de Valera has privately endeavored to 
persuade the I.R.A. to moderate their irreconcilable attitude, 
but they are not likely to be satisfied with any concessions 
he can offer. He believes that once the oath of allegiance 
is removed from the constitution the extreme elements will 
recognise the Government and enter the Dail; but the 
Sinn Fein party, in a public statement issued immediately 
after the election, informed him that he “ and the other 
prospective Ministers of His Majesty, George V, may 
remove as many oaths and tests as they wish, but they will 
never induce republican Ireland to accept the shameful 
position of surrender and subservience represented by 
membership of the Free State Parliament, which is not 
Dail Eireann,” and they go on rather cruelly to state that 
their attitude cannot be better given than in the words 
spoken by Mr, de Valera himself at Tralee as recently as 
August l6, 1925, when he said : 

If wc were to take the advice which some people have offered us, 
to admit defeat tad consent to take our places in the twenty-six- 
county Parliament, what would happen is that we would have added 
our strength to the strength of those who accepted the Treaty in 
pulling away the people from their national ideals. Our business 
is to stand fast and firm, and fast and firm we will stand, even if we 
are reduced to the last man. 

It is the recollection of statements such as this t;.hat 
explains Mr, de Valera’s fervent anxiety to abolish the oath, 
which is in effect the permanent evidence of his own 
degradation in republican eyes. But if it is impossible for 
Mr, de Valera to satisfy the extreme republicans, it is 
equally impossible for him to satisfy the Labour party, 
on whose support his parliamenury position rests, because 
they have already announced that they will only support 
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gnanaw* imidnag the ei^emditare of laige swat caiBU^ 
pyfpnf nt ffuM, old age pensiona, bousing, andiaodid 
IcgialatioB, and does not subordinate these to pobtical iwa.* 
The Labour part/ state that the7 will continue tbdr 
opposition to the oath of alleg^ce, but as thef haTe taken 
k without protest for ten years, and as it* was not even 
moBtioned in their political programme, it is difficu^ to 
undersund what t^ statement means. One of thdr 
members, Mr. P. Hogan, T.D., has been elected Depu^ 
Speaker of the Dail. 

Immediately the election results indicated the certainty 
of Mr. de Valera’s election, he began to make statements 
and give interviews to the press on the subject of his policy. 
He stated that to get rid of the oath of allegiance they had 
only to elimiiute it from the constitution, as it was not 
made obligatory by the Treaty, and that England had no 
right to interfere. They also intended to retain the land 
annuities, to which, he said, England had no legal claim. 
These statements were accompanied by protestations of 
friendly feelings towards England, and willingness to 
negotiate trade agreements with her. The words of the 
Treaty concerning the oath are contained in Article 4, and 
are as follows : 

The oath to be taken by members of the Parliament of the Irish 
Free State shall be in the following form : I ... do solemnly 
swear true faith and allegiance to the Constitution of the Irish Free 
State as by law established and that I will be faithful to His Majesty 
King George V, his heirs and successors by law, in virtue of the 
common citizenship of Ireland with Great Britain and her adherence 
to and membership of the group of nations forming the British 
Commonwealth of Nations. 

Having regard to these definite words it is difficult to 
understand how an intelligent person like Senator W. B. 
Yeats, who roust be presumed to have read the Treaty, could 
make the statement that it omits to state that any person 
* See the Appendix. 
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mmt tdbe the oath. Hie three precediiag; Artkks pMVite' 
tbit the law and coAetitntional usage of the Domhiii»'i< 
Caitada governing the relationship of the Crown shall tfffy 
to' the Irish Free State. Article 17 of the Free 
Constitution, after stating that the oath in the above iMiii 
shall be taken by every member of the Oireachtas (f.a., '^e 
King, the Dail, and the Senate), goes on to provide that 
“ such oath shall be taken and subscribed by every membo' 
of the Oireachtas before taking his seat therein before the 
Representative of the Crown or some person authorised 
by him,” and it is this article which Mr. de Valera proposes 
to remove from the constitution, which removal he appar- 
ently maintains does not occasion a breach of the Treaty. 
It is strange that he should discover that the oath on 
account of which he helped to plunge the country into civil 
war, and which he afterwards stated was an “empty 
formula,” is not mandatory having regard to the Articles 
above cited. His contention would seem to be that the 
Treaty should have provided that the oath must be taken by 
members of the Dail and Senate and that the existing words 
give them the option of taking no oath at all. 

When the Dail resumed its sittings on March 15 Mr. de 
Valera stated that the Government intended to remove the 
oath from the constitution, and the moment that that was 
done he believed there would be no excuse for any citizen 
to refuse to give willing obedience to the law instead of 
coercion, but he went on to say that they stood for “ one 
Government and one array.” 'Fhe frightful things thatwere 
supposed to happen the moment a Fianna Fail Government 
came into power had not taken place and the peaceful 
change of Government had been a wonderful thing for the 
country. He might have added with truth that this peace- 
ful change would have been impossible but for Mr. 
Cosgrave’s work during the last ten years. The contention 
of Mr. de Valera’s Government as regards the land annuities 
is in effect that they are not legally due to Great Britain, 
since under the Government of Ireland Act 1920 they were 
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Stdkadi Mid mim 

rnMikfUmidiim hthmd «Mfer •«»• Act. Iliiii 
fidbae w mxigaiw tl« fiiMiicul setd^Morat of 1906 bet^^ 
ikt Flee State tad Gteat Britain on the ground that dun 
anangement aaa arrived at only between the iiB$|iectivie 
Govenunents and was never ratified by the Free State m 
Ef^kh Parhaments. In this opinion they afe , supported 
by a number of learned lawyers to whom they submitted 
the matter, although a number of equally learned lawyers 
advised Mr. Cosgrave’s Government to the opposite effect. 
These land annuities are annual payments made by the 
Irish farmers in order to repay the sums lent to them for 
the purchase of their land. The money is collected from 
the farmers by the Free Sute Government, and; m 
r^rds the land purchased before the Treaty, is paid over 
to the British National Debt Commissioners to meet the 
service of the loans raised for that purpose. The figure 
involved is about ^3,000,000 a year and the sum still to be 
met about £76,000,000. This sum Mr. de Valera proposes 
to apply to finance a scheme of derating designed to assist 
the small and productive farmers. It may be asked why he 
does not propose to remit these payments altogether, as 
indeed the extreme republicans have already promised 
to do. The reason why he cannot take this far more 
attractive course is because he must continue to collect the 
annuities on the large amount of land purchased compulsority 
since the Treaty under the Act of 1923, since the Free State 
exchequer itself must finance this transaction, which has 
been carried through by the issue of land stock instead 
of the payment of cash to the landlords. It is obvious 
that the Land Commission could not ‘remit the annuities 
of the tenants who purchased before the Treaty of 1921 
and collect those of the tenants who purchased since the 
Treaty without creating an impossible situation. It is 
difficult, however, to see what legal claim the Free State 
Government has to collect and retain the annuities on the 
land purchased before 1921 if they are not applied in 



cBidluirge of Ae mi^uud 4d>t, ^aad tMo iide*r is tnddttitfy 
siisred bjr the humaits thejoadves, hecssise the waAm 
lidFsttltera has ifloreased materially dnrii^ llm 
months, and is likely to increase farther in the near ftttnre; 
If the annntties are not paid, the central gormtunent dedvcts 
the arrears from the grants in aid of local taxation, and so 
^ ordinary ratepayer has to bear the loss, a process wlneb 
cannot be continued indefinitely, and which may easily 
lead to a general strike against local taxation. 

III. The British Government’s Intervention 

N aturally the British Government could not 
continue to maintain silence whilst Mr. de Valera 
imparted his proposals to every foreign press correspondent 
and broadcast them to America, and little surprise was 
felt when Mr. NevilleChamberlain, in a speech on March i8, 
stated that any suggestion that obligations or agreements, 
solemnly entered into by the two countries, could be 
repudiated or varied by either side as though it concerned 
that side alone would cause the British Government the 
gravest concern, and, if seriously pursued, would un- 
doubtedly revive bitterness and differences which it was 
hoped had been removed for ever. Subsequently on 
March 22, owing to an inquiry received from Mr. J. H. 
Thomas, the Secretary of the Dominions, a statement of 
the intention of the Irish Free State Government with 
regard to the oath was issued by Mr. J. W. Dulanty, the 
High Commissioner for the Irish Free State, in London. 

The Irish Free State Government (this statement declared^ held 
that the oath was not mandatory in the Treaty, and that they had 
an absolute right to modify the constitution as die people desired. 
Furthermore, it was their view that, the constitution being the 
people’s constitution, anything affecting it belonged to internal 
sovereignty, and was a purely domestic matter. But, besides these 
legal and constitutional considerations, there was another and 
paramount consideration more than sufficient in itself to make the 
Government’s decision final and irrevocable. The people have 
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had faen the canie of all ihe ttrife and diaaeaibn in the Iridi Pm 
S»«H» ijime the Agoing of the Treaty. The people, and not nwie^ 
t| y>f nho ro ppocted the present Gorenunent, i^arded it u aa 
inttknhle harden, a rdk of medieralitm, a test oapoaed fnn 
nadei thrat of immediate and terrible war. The new 
Gofermneat had no desire whatever to be on onfriendiy relations 
with G^t Britain — quite the contrary. But the Britim Govern* 
meat mult realise that real peace in Ireland was impossible so long 
as the full and free representation of the people in their Parliament 
was rendered impossible by a test of this character. 

On the same day, speaking in the Free State Senate, Mr. 
de Valera reiterated his intention to remove the oath and 
retain the land annuities, but laid stress on the fact that his 
Government desired to remain on the friendliest possible 
terms with Great Britain. His claim to have a mandate 
to do these things was strongly disputed by Senator Milroy, 
one of Mr. Cosgrave’s party, and the figures already quoted 
in this article show that no real decision on these questions 
was given at the election. In fact, the new Dail contams a 
clear majority, and the Senate a majority of at least two- 
thirds, for the Treaty, although the Labour party is sup- 
porting Mr. de Valera in his proposal to abolish the oath, 
believing that it can be done with impunity. 

On March 23 Mr. Thomas, on behalf of the British 
Government, addressed a note to Mr. de Valera in which 
he stated that in the opinion of his Government it was 
manifest that the oath was an integral part of the Treaty 
made ten years ago between the two countries, and hitherto 
honourably observed on both sides. As regards the land 
annuities the view of his Government was that the Free 
State Government were bound by the most formal and 
explicit undertaking to continue to pay these annuities to 
the National Debt Commissioners and the failure to do so 
would be a manifest violation of an engagement which was 
binding in law and in honour on the Irish Free State, what- 
ever administration might be in power, in exactly the same 
way as the Treaty itself was binding on both countries. 
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■ ^ 5 'Mr. de Valert, oo: bdiidf «£ the Reft 

©dveramciit, stated that' whether the oaA ms or 
aof an integral part of the Treaty made ten yettt 
^ ” was not now the iasne. The real iasne was that ^ 
oath was an intolerable burden to the people of the Free 
^te and that they had declared in the most formal mamer 
that they desired its instant removal. The agreement tti 
19*1 gave effect to what was the will of the British Govern- 
ment. It was directly opposed to the will of the Irish 
people, and was submitted to by them only under the 
threat of immediate and terrible war. For Ireland it has 
meant the consummation of the outrage of partition, and 
the alienation of the most sacred part of our national 
territory with all the cultural and material loss that this 
unnatural separation entailed. British maintenance parties 
were still in occupation of some of our principal ports, 
our coastal defence was still retained in British hands, and 
Britain claimed the right, in times of war or strained rela- 
tions with a foreign Power, to make demands upon Ireland 
which, if granted, would make our right to neutrality a 
mockery. After further references to the results of the 
Treaty, Mr. de Valera proceeded to state that his Govern- 
ment must maintain that the elimination of the oath was a 
purely domestic concern and necessary for the peace, order 
and good government of the State. The competence of 
the Free State legislature to pass such a measure was not 
open to question, and had been expressly recognised by 
the British legislature itself. With regard to the land 
annuities his Government desired to know what was the 
formal and explicit undertaking to continue to pay the 
sums mentioned in the British note. In conclusion, Mr. 
de Valera expressed the opinion that friendly relations 
between the peoples of their respective countries could 
not be established on pretence but only on the solid 
foundation of mutual respect and common interests, and 
would long ago have been thus established had the forces 
that tended to bring us together not been interfered with 
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& ft^futJaer aote, dtted Mr. M 

<tf die BriiMt GoveciuQaie&t, pointed out diet dw 
expressed ia MrLtde Vakra’s despatch went far bepond l^ 
issue origiBalfy raked asid nude it clear that the^iidis^a 
of die sr^le settlement of 1921 was inrolTed. Brttllsk 
Ooventmeat had entered into that settleihent with die 
single desire that it should end the long period of bittei^ess 
between the two countries, and h was their belief that it 
had brought a measure of peace and contentment that 
would not have been reached by any other means. 
Further, as the direct result of that setdement, the Irish 
Free State had participated in, and contributed to, the 
notable constitutional developments of the last few years, 
whereby the position of the Dominions as equal members 
with the United Kingdom of the British Commonwealth 
of Nations, under the Crown, had been defined and made 
clear to the world. It was true that the 1921 settlement 
did not result in the establishment of a united Ireland, but 
the Treaty itself made the necessary provision for the union 
at that time of the two parts of Ireland, if both had been 
ready to accept it. As to the future, there could be no 
conceivable hope for the establishment of a united Ireland 
except on the basis that its alle^nce to the Crown and its 
membership of the British Commonwealth continued 
unimpaired. The British Government stood absolutely 
by the Treaty. With regard to the land annuities, whose 
origin and nature he described, he stated that the formal 
and explicit undertakings referred to by the British Govern- 
ment were contained in the Financial Agreement of 
February 12, 1923 and the Ultimate Fiiuncial Settlement 
of March 19, 1926, under which the Free State Govern- 
ment undertook to pay to the British Government at agreed 
intervals the full amount of the annuities accruing due from 
time to time under the Irish Land Acts 1891-1909. In 
conclusion, Mr. Thomas pointed out that, whilst it is the 
sincere hope and desire of the British Government that 
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t&e tMted Kiiqidbm aad. tii^ f ree State» those rdbtticw 
^sonot %ttc be impaired hy zny faihire in the ecmipfete 
lahUitfdlt <rf obligations deliberately andertahen. 

Speiddag at Ennis on April lo, Mr. de Valera said thae 
the peopk had emphatically declared their will to abolish 
the oath of allegiance to the British Crown as the first step 
in the new march to independence and unity. It was a 
purely domestic matter in which they could not tolerate 
interference. They were eager to establish relations of 
real friendship with the British people, but they must be 
relations of complete equality. Great Britain had formally 
abjured the claim that she so long unjustly made to have 
any voice whatever in their domestic concerns. The fault 
would be theirs if they submitted to anything that would 
mean the revival of that claim. Their national honour 
was at stake in this matter. Ireland was not a British 
colony. It was one of the oldest nations in the world with 
all the rights of nationhood. Unlike the British Dominions, 
they could not admit, and had never freely admitted, that 
their right to sovereign independence was derived from a 
British Statute. The frank and final acknowledgment of 
that right was the one basis upon which real and permanent 
agreement between the two countries could be secured. 

It is obvious from these statements that Mr, de Valera’s 
mind has, for all practical purposes, not advanced beyond 
the year 1921, and that he is still thinking in terms of the 
Treaty discussions and the atmosphere which then existed. 
The position of equality which he demands has been 
already achieved, as the British Government points out. 
The oath in itself is now really only the symbol of Common- 
wealth unity, and as such can of course be abolished, but 
its abolition seems undoubtedly to involve a denunciation 
of the entire Anglo-Irish Treaty, of which it is an integral 
part. Mr. de Valera also seems to be ignorant of the fact 
that no British Government will ever again raise a finger 
to coerce Ireland, and that when he seeks to abolish the 
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GbawHHiwBrfth politic*ay« «&d reourn in it ^fjoaonioi^s. 
It iniglkC be mote honest for Mr. de Vslera dr^nitriy 4tiii 
{Msbchuai ^ Gomament’s intmtion to secedt :bam,.^''\ 
Jlnttsh CommMLwealth, instead of waiting to be {nuI^ 
into that deciaion by the I.R.A. or the fotce of evesi^ 
If his; Government feel that they have no mandate; for 
teldi^ that coarse, as in truth they have not, let them 
definitely consult the people of the Free State, by referen- 
dnm or otherwise, on the issue of secession. Such a 
decision, which, at least if carried out without exttemist 
intimidation, could not be said to be taken under the 
threat of '* immediate and terrible war,” might perhaps be 
treated as decisive for this generation, and we could then 
hope to escape at last from the anti-English complex which 
still apparently dominates our national mentality. The 
present situation is bad for us and bad for England too, but 
it cannot be cured by the abolition of the oath or the non- 
payment of the land annuities. That the questions at 
issue have caused anxiety not only to England and Ireland 
but also to the other States of the ^mmonwealth was made 
clear by the messages sent to Mr. de Valera early in April 
by the Prime Ministers of South Africa, Australia and New 
Ziealand respectively, expressing grave concern at the 
developments that have taken place in Anglo-Irish relations, 
and hoping that a satisfactory solution may be found. Mr. 
de Valera’s replies record appreciation of these friendly 
communications and reiterate the points made in his com- 
munications to the British Government. In considering 
Commonwealth relations it must not, however, be for- 
gotteU' that the position of Ireland, as a parent nation, is 
fundamentally different from that of the other Dominions, 
and that we have a long, and unbroken national e^tence 
which they cannot claim. On the other hand, we should 
not forget that the Irish people have played a great and 
important part in their devdopment. The attitude of 
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muAt <ekat « « meedog 
lb XNIfalm <m April 5« «iHi|a «.resolntioii wut pMted iiani> 
pdotisg «at the aekieT«iiieBt of the OMgsvm 
Ooi^erlllneaty and adding that the onlp limitation or qnalifr- 
eitkia^M Iriah independence now existing was the pditiatl 
ditfiden of the conntiy. Tlie party recorded its -vigorous 
eppesiti<m to any policy, vdiich, by depriving the Free State 
of the advantages it possessed as a member of the British 
Commonwealth of Nations, would not only endanger it 
economically, but would destroy the hope of national 
rennton, and also to any policy which would endai^r 
the Treaty, since such a policy would lessen the security 
afforded to the people by that settlement, would lower 
the repute of the State, and would greatly reduce the power 
to negotiate international agreements satisfactorily in the 
future with Great Britain or any other State. 

Mr. Cosgrave’s party have suffered a serious loss through 
the tra^c death of Captain William Redmond, D.S.O., 
the only son of the late John Redmond, who threw in his 
lot with them during the election. Although, like the 
sons oi most great men, he had not his father’s ability, 
and although he was handicapped both by bad health and 
by the destruction of the Irish party and its policy by the 
Sinn Fein movement, he nevertheless served his country 
unselfishly and maintained the noble traditions of his name. 
He was a fine speaker, and served with distinction in the 
great war. Had Mr. Cosgrave been returned to office, it 
is almost certain that Captain Redmond would have been 
given a place in the Government. If he had supported, 
instead of opposing, Mr. Cosgrave in June, 1927, when he 
led a party of eight members, his political career might 
have been very different, but unfortunately he missed the 
opportunity to consolidate moderate nationalist opinion 
which then presented itself and did not recur. 
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tVf. I'll* jisitovAL or TMt Oath 

VV^HEN tbe Bail reassemUed on April sd^fterAiiw 
W we^* adjournment, the Government’s fifst 
in accordance with Mr. de Valera’s oft^epeated pledsea* 
was to introduce the Bill for the removal of the oath >oi 
aBegiance from the constitution, llie text of the BUI 
revealed the legal difficulties inherent in Mr. de Valera’s 
prt^amme, because not onlj does it amend the consti' 
tution by the deletion of Article 17 which prescribes the 
oath, but it also deletes the words in Article 50 which 
provide that amendments to the constitution must be 
within the terms of the Treaty, and Section 2 of the 
Constitution Act itself, which provides that the consti- 
tution shall be construed with reference to the Articles 
of Agreement for the Treaty, which are thereby given the 
force of law, and that any provision in the constitution 
or any amendment thereof, or law made thereunder, which 
is repugnant to the Treaty, shall be void and inoperative. 
The necessity for these consequential amendments would 
seem to prove that Mr. de Valera’s view that the abolition 
of the oath does not infringe the Treaty agreement is not 
shared by his legal advisers. The formal introduction of 
the measure was enlivened by a candid and courageous 
speech from Mr. F. M'cDermott, a young Independent 
deputy for Roscomr n belonging to an old Irish family, 
who declared th' the fundamental question was : 'did 
they or did they not regard themselves as members of the 
British Commonwealth of Nations f In either case the 
present Bill was wrong. On the assumption that the 
Free State did consider itself a member of the partnership, 
the Bill was a breach of international good manners — 
apart altogether from the qu^tion of good faith. If the 
Free State did not consider itself a member of the Common- 
wealth the Bill was totally inadequate to make the position 
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tahied ambigntties «4iicb:«ai^ be extrtmdj bad for the 
lepntetioa of tbe cowtry abroad, and immld be daagerooa 
fo^ the point view of internal peace. If they did aot 
midi to remain in the Commonwealth let them go M 
it like men. ** We are an ancient race with noble 
tiona,” sad Mr. MacDermott. “ Do not let ua behave li|# 
gntter-snipes.” If the Bill was passed, he declared, he 
wOfold introduce a Bill requesting the Government to take 
immediate steps to remove the Free State from the British 
Commonwealth. 

The second reading debate began with an uneapected 
and significant prelude. Mr. de Valera’s motion to take 
the entire time of the House for the Bill was objected to 
by Mr. Morrissy, an Independent deputy, whose resolution 
dealing with the urgency of the unemployment problem 
was on the order paper. He challenged a division, which 
resulted in a defeat for the Government by a majority of 
eight votes, a result which proves that the Labour members, 
who voted with Mr. Morrissy, consider that steps to remove 
unemployment are more important than the abolition of 
the oath. The speeches made during the debate were on 
familiar lines. Mr. de Valera argued that his proposal was 
in no way a violation of the terms of the Treaty, and that, 
as the Free State was admittedly one of the co-equal 
partners of the British Commonwealth, the Oireachtas 
were entitled to remove the oath without the concurrence 
of any other authority. He would not therefore be 
drawn into negotiations on the matter. The moment the 
people were ready to stand for an independent republic 
the Government would be ready to lead them. Mr. 
Cosgrave moved as an amendment that, 

believing that the rights and liberties and the economic freedom 
and privileges assured to the people by the Treaty of 1921 are 
placed in jeopardy by the Bill, ^e Dail declines to give it a second 
reading pen^g negotiations between the Executive Council and 
the British Government on the question at issue. 
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arpted ^t,iH^l«ial 
«0dflA ol a fialU^^ character in re^>ect oi u qMiei^ 
nHtwnfl iastrament would not commend itaelf to tlm 
n^naentatiTes of any other nation. The Bill did affect 
tte Treatf— an instrument alterable only by mutiiid ' 
agreement between the parties to it. Although maity 
members of the Opposition had no lildng for the 
they dblilced equally the manner in which it was sought 
to Live it removed. One of the best speeches during the 
debate was made by Professor O'Sullivan, Minister for 
Education in the Cosgrave Government, who said that it 
was not because the Bill amended the constitution that 
it was opposed, but because it repudiated the Treaty. 
If England had attempted anything even approaching the 
present Bill within the last ten years they knew what the 
attitude of every party in the country would be. They 
had always denied England's right to interfere with the 
Treaty. Were they going to claim the right to change 
and repudiate it } Why, he asked, was it that the interests 
of the majority in the country must be always sacrificed 
to the determination of a small minority that was not even 
represented by the Government party ? Mr. Dan Breen 
enlivened the proceedings by stating that, as one of those 
who went out to kill Lord French, as the King's repre- 
sentative, in 1919, he made no apology, and would do the 
same, if the occasion arose, to-morrow. 

The Bill finally passed its second reading on April 30 
by a majority of six votes, and will no doubt pass the 
remaining stages in the Dail. It must then go to the 
Senate, which, under the constitution, has the power to 
reject it, but such action would only delay its passage for 
eighteen months, unless Mr. de Valera went at once to 
the country, as he would certainly do, and was returned 
again to office, in which event the Bill could be passed 
within sixty days. There are sixty members in the Senate, 
of whom at least two-thirds are definitely opposed to 
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!yfri4l6'Vateii*«pdik!f,'1»ite be4rabted^«f&ci3K#di^ 
andkieitt wmrigrto reject the <Bi^ tukd^ves 
if thef have the com^ it may aho be doubted vrhecher 
it wodld be the best tactics to do so. The^ mzj l^hi- 
matdy take the attitude that as the Dail, directly elected 
by the people, has chosen to pass the Bill they cam 
the (s>nsequences, and so leave Mr. de Valera in his peseat 
uncomfortable position. Certainly if he was returned to 
power as the result of a fresh election he would immediately, 
as his newspaper has not obscurely hinted, take steps to 
Abolish the Senate, which he has always denounced as an 
undemocratic and useless body. 

If then and when the Bill finally passes what will be 
the position of the Irish Free State ? Upon the answer 
to this question will depend the future of Mr. de Valera’s 
Government. If the British Government confines itself 
to the polite protests already made and does not treat the 
abolition of the oath as implying the Free State’s resignation 
from the rights and advantages of membership of the 
British Commonwealth, then Mr. de Valera’s position vrill 
undoubtedly be strengthened and he will proceed to 
another election in which the issue will be the entire 
revision of the constitution. His followers boast that if 
he is then returned with an independent majority he will 
make short work of the I.R.A., if it ventures to challenge 
his authority. In such an event there would seem to be 
little doubt that Mr. de Valera could count on several 
years of office. He might even be able to forget the 
Treaty, and would undoubtedly seek to establish profitable 
economic relations with Great Britain.* It is quite certain 
that if he succeeds in abolishing the oath with impunity 
Mr. Cosgrave’s party will suffer virtual extinction, at 
least for the time being. If, on the other hand, the 
British Government faces the issue at once and treats 
the abolition of the oath as a definite repudiation of the 

* See the Appendix for the economic position as between Great Britain 
and the Irish Free State. 
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<te pdikiakt ^ £eoaaa^ eoaseqnences tint rnmMcm 
tie de Vaiera Goverament mil be eoih^id^ 
ta ea^ain the result to the angr7 people of the Free Sfat^ 
who mil, ia that event, have occasion to remeiDiher the 
unpleasant and generally forgotten fact that h^tory alw^ 
rq>eat8 itself. 


The Irish Free State. 
May 1932. 


APPENDIX 

Th/ Economic Position 

The principal facts concerning trade relations of the Free 
State with Great Britain were given by Mr. William Peters, the 
English Trade Commissioner, in an address delivered in Dublin on 
March 7. He pointed out that in 1931 the total external trade 
turnover of the Free State amounted to about ,^88,000,000. Exports 
accounted for ,^37,000, 000 and imports for ,^5 1,000,000. Lest than 
£1,000,000 worth of goods were re-exported, the £36,000,000 odd 
remaining represented Free State goods, and of this sum exports 
to the United Kingdom accounted for £35,000,000, exports to all 
other countries little over £1,000,000. After allowing for re-exports, 
the actual value of United Kingdom goods sold to the Free State 
in 1931 was £32,000,000. In other words the sales of Free Sta^e 
goods in the United Kingdom exceeded by several million pounds 
per annum the sales of United Kingdom goods in the Free State. 
This was the case not only in 1931 but for all the preceding years. 
The trade in live stock between the Free State and the United King- 
dom was the largest of its kind in the world. On the average 
each agricultural holding in the Free State sends every year some- 
thing like two head of cattle, three head of sheep and pigs, and 
three head of poultry to the United Kingdom. This represents 
£12 per head of the population, or £60 for the average family of five 
persons. The Free State does 96 per cent, of its total export trade 
with the United Kingdom, but the slightly smaller exports of 
United Kingdom goods to the Free State represented under 8 per 
cent, of the total United Kingdom export trade. It is to be noted 
that Mr. de Valera’s Government have already announced their 
intention of attending the Ottawa Conference, and that in the 
numerous provisional tariffs imposed since they took office — on cut 
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cBdR■^'motar<aI bocSn^ «id tBOTMl*— 4 he nraal nqiedal fcnfem^ 
ku given. ’On tke otber head, thej’ connt to. tke feet tkijt. 
the Flee Stite U one of the few considerable enstomera wilk whm 
Great Britain maintains a favotirabie balance of trade, to prevent 
the British Government from using economic pKStnie agrittst 
riwm. 

Unemployment 

The Government’s policy for the relief of unemployment, which 
was one ol the principal planks in their election programme, has 
proved to be stiU very vague, and the various government depart- 
ments have been apparently asked to meet the deficiency by formulat- 
ii^ schemes which arc to be co-ordinated by the Government into a 
general plan. It seems that this plan will eventually comprehend 
the development of housing and roads, the creation of new industries 
and the extension of existing industries as the result of tariffs, 
and the increase of tillage by compelling the millers to use native 
wheat. All of these suggestions, except the last, were in process of 
development under the Cosgrave administration. It may also be 
pointed out that the statistics issued by the International Labour 
Office show that unemployment increased last year in the Irish 
Free State by only two per cent. The new Government also propose 
to decentralise industry by fostering rural industries. For instance, 
they aim at having many small flour mills scattered over the country 
instead of a few large port mills in convenient places, and they are 
believed to have taken steps already to discourage an English milling 
firm from developing the Irish port mills in which it is interested. 
Their general attitude towards foreign capital, and particularly 
English capital, is likely to be defensive and suspicious, but they are 
already beginning to discover that even Irish capital is a shy bird, 
which is not likely to undertake large commitments under present 
conditions, and that unemployment cannot be permanently decreased 
by State action alone. 

The economic difficulties to which the political situation may 
give rise are best indicated by the statement issued to their em- 
ployees by Messrs. Jacob, the well-known and progressive DuUin 
biscuit manufacturers, in which they point out that if the Free 
State leaves the British Commonwealth they will be compelled to 
reduce their employees in Dublin by 50 per cent., or over a thousand 
persons ; and by the warning of Sir Percival Perry, the Ch a ir ma n 
of the Ford Company, that recent political developments in the 
Free State had occasioned his company grave concern — i statement 
which would seem to indicate that the future of the Ford factory at 
Cork (which employs some thousands of men) is hanging in the 
balance. The Government have also imposed a levy of 2d. a pound 
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m'A batttr MW M fa eW wd ii^ «r imparted ^ato^ tkc Sne Ssm^ 
■ad iili ap^ ^ wmime to deriied to aabadiw die export of battar 
•t « nte aot gpweedwg 4d. a ponnd. At mme than fe pet cent; 
of the Fit* batter ie (till maanfactnitd on the faisv aati ts 
my 12^ df faim-nude batter is exported, the , 

aatiifaUf be a heavy tax on the faxmers who make their own batter 
and an oar urban population who consume it. The number irf 
offidalt required to ccdlect the tax can be left to the imagination. 
Ajqtarently the inapiration for this scheme is to be found in recent 
Attstndian legislation. 'v ‘ 


The Irish Free State. 
May 1932. 
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THE UNITED STATES: A YEAR 
OF DESPAIR 


T he financial section of the New Tork Evening Post 
for Saturday, April 30, 1932, carried the following 
items as one day’s news : — 

Further scattered liquidation of stocks in the final session of the 
week today resulted in an extension of the stock decline into new 
low ground for the bear market. 

Led by speculative railroad issues, bond prices today penetrated 
into new low ground for the bear market. 

Renewed selling in basic staples this week indicates that liqui- 
dation has not yet run its course in the futures markets. Although 
many commodities are now selling far below average production 
costs, prices broke through previous resistance points to establish 
new low levels for the year. 

On May i, the New Tork Times published its index of 
business activity for the week ended April 23. The com- 
bined index of freight car loadings, steel mill activity, 
electric power production, automobile production, and 
cotton cloth production reached the lowest figure of these 
depression years, being 58 per cent, of normal. 

Lo ! the dry bones of the spectre which is called defla- 
tion ! But perhaps they can be made to dance a bit by 
the injection of a few. more figures. Similia similibus 
curantur. Our stock market averages are conventionally 
divided into three groups, industrials, rails, and utilities. 
During the past two weeks, the United States Steel Cor- 
poration, giant among American industrials, has passed 
the dividend on its common stock after showing a loss of 
$13,000,000 for the first three months of 1932 ; the 
Pennsylvania Railroad, the country’s largest railway system, 
has deferred its common dividend, marking the first inter- 
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OBia^aiuet, lasoli UdKtiet lavestme&ts^; C or p m« >iio»t 
Seci^ei Coia|Muc^ and Middlewest Utifities Cimpikff^ 
afi tlie (^eatioft olF Samuel InsuH, have gone into tbe ka^ i 
(rf the receiver, with book assets totalling tDuOro^^ ;^^ 
$1^300,000,000. Probably it is no wond^t that atodb 
prices “ went into new low ground for the bear maricet.” 

But what does this mean to the investor ? . I do not 
have in mind the misguided brother who bought American 
and Foreign Power at $199 per share and can’t get more 
than $3 for it to-day ; nor the one who put his funds into 
the first-named Insull enterprise at $146 a share and will 
have to take 40 cents a share for it on the Exchange to- 
morrow. These misfortunes are fantastic. I am thinking 
of my friend who retired from business in 1929, at the 
age of 62, with $220,000 for investment. He had a fancy 
(those were the Belshazzar days) to have a quarter of a 
million safely invested in the highest type of equities — 
New York City bank shares. So he borrowed a mere 
$30,000 and bought as many shares at $25,000 would buy 
in each of ten leading New York banks. To be specific : 
he bought shares of the Chase National Bank of the City 
of New York, National City Bank of New York, Guaranty 
Trust Company, Irving Trust Company, Brooklyn Trust 
Company, Central Hanover Bank and Trust Company, 
Manufacturers Trust Company, Bankers Trust Company, 
Chemical Bank and Trust Company, and The Manhattan 
Company. He bought them because he believed that the 
economic progress of the United States could not "be 
interrupted ; he held them, through these nerve-wracking 
three years, because he believed that “prosperity was just 
around the corner.” Hekept them pledged, those beautiful 
engraved certificates, against his loan of $30,000. And 
when, on April 30 — Spring in the air and the magnolia 
trees in bloom in Central Park — their market value declined 
to $30,000, down from $250,000, the bank from whom he 
held the loan sold him out — to protect themselves. Not 
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aa kidtttt&m cm tie fiat failed, thdr pubfiahri etittei 
oKnta for the quarter ended March 31 showed thdr aaaM - 
to be more Hqoid than thef had ever been in banking 
hittorf. They were actually paying dividends to yidfi 
8*7* per cent, on the market price. But my friend got 
sold out. That night he hired a room high up in a nad- 
town hotel, and the next morning, early, they found hie 
body in the street. He left a note beWnd, quite an in- 
telligent note, in which he said that he was sixty-five years 
of age, with no job, and with no prospect of finding one ; 
that he had a wife and an invalid daughter with no possi- 
bility of supporting them. By realizing on his insurance 
in this summary fashion he could provide his family with 
the means for living life out. He apologized for the 
suddenness of his action ; but he suspected that the 
insurance companies themselves might be getting a bit 
rocky, and he thought that it would be best for his wife 
and daughter to be in a position to collect the proceeds 
of his policies before these companies, too, became insolvent. 

What is this ? Is it supposed to be an indictment of 
somebody for buying shares when they were too high f 
Or an attack on creditor banks for calling their clients’ 
loans ? Not a bit of it, not a bit of it. You asked what 
difference it made if the percentage of normal electric 
power consumption for the week ended April 23 declined 
from yi'S to yo'S. And 1 was merely saying that I didn’t 
know much about it myself, but that it seemed to make 
some difference to my friend. 

II. 

I NDUSTRIAL activity has declined so far that there are 
eight million wage earners out of work in the United 
States to-day. Except for the meagre purchases which 
they can make with their savings and with the limited 
amount of money which is provided for their needs through 
charity, the country is utterly deprived of their purchadng 
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4tf-4iDam|4ofed ttvingt deposits diseppesi^ fllli 

c^taUe eontribtttions are more difficek to tkiuka, 
Wkl^Big theittst nffinter, in New YoA €it7 alone, dioiNi^ , 
iigeaeies compiled a list of 750,000 nnemp^ed'i It 4 b 
W^y that the whole number of people oi^t of WOilc Wtts 
nearer to a nuUion. Some fort7 million dollars was loond * 
Uk relief ; half represented the voluntary gifts of private 
individuals and corporations, half was given by the Cl^ 
and the State. All of that money has now been spent, 
and no one knows where to turn for further funds except 
to the taxing and borrowing power of the State and City 
governments. 

To these eight million who have lost their buying power 
in the general collapse of industry, there must be added 
as many more, engaged in agriculture, who have roofs 
over their heads, to be sure, and the means of providing 
their families with some food, but have no cash to spend 
on their many other needs. Wheat, cotton, beef, milk, 
butter and eggs are selling in primary markets for less than 
the cost of production. Just as certain shares are selling 
at less than the value of their net quick assets, just as 
certain sound bonds are going at receivership prices, just 
as copper is being marketed today at two-thirds of its 
production cost, so the farmer is converting his produce 
into dollars at a loss. The story is told of a Canadian 
woman who trucked four dozen eggs twenty miles to 
Moose Jaw to market. Nobody really wanted to buy, so 
finally, for the sake of cash, she took five cents a dozen 
for them. Then, feeling the need of something to eat 
before the long trip home, she went to a lunch room and 
ordered two fried eggs. Her bill came to twenty cents. 
Having accomplished these two transactions under the 
auspices of our economic system, she drove back to the 
farm, where, no doub^, she found it difficult to explain 
to her husband how the law of supply and demand had 
worked in her case. 
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!« tfce ylsar 19*9, in tlu^ tihited State?, a vaat^naalli#^. 
peo|de yvere thKmni^ aw^ money in order to Aoqnve 
corporate secnrities, real esutc, manufacturing plaota^ 
motor dur* and radios. That we called a boom. In t^ 
year, 193a, about as large a proportion of the popnlatuHt 
are throwing away corporate securities, real estate, manu- 
facturing plants, motor cars and radios in order to acquire 
money. This we call a panic. The first phase of the 
gigantic cycle was accelerated by greed : the second phase 
is accelerated by fear. It is obviously in society’s interest 
to prevent such precipitous swings in the cycle ; but they 
can only be effectively prevented when society has found a 
sure way to set limits to the fruits of greed and to the 
consequences of fear. 1930 was the year of disappointment 
— the tide of prosperity had ceased to flow in one direction. 
1931 was the year of disillusionment — the return to 
prosperity, though sure, would be slow. 1932 is the year 
of despair. The race for individual and corporate economy, 
for individual and corporate liquidity — though under- 
standable in each single case — ^is shattering the machinery 
of money-getting and money- spending which we call 
capitalism. As Mr. J. M. Keynes says in the May number 
of the Atlantic Monthly : 

With no financial leadership left in the world and profound 
intellectual error as to causes and cures prevailing in the responsible 
seats of power, one begins to wonder and to doubt. At any rate, no 
one is likely to dispute that for the world as a whole the avoidance 
of financial collapse, rather than the stimulation of industrial 
activity, is now the front-rank problem. The restoration of industry 
must come second in the order of time. 

“ Nowhere,” he adds, “ is this better understood tha n 
in the United States.” This much, at least, we under- 
stand : that when every individual and every corporation 
is in a state of “ jitters,” and when collapse is threatened 
by the cumulative effects of fear— the only possible way to 
avert collapse is by allaying these fears, and the only instru- 
mentality which can possibly bring about this change in 
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fyW 'M ^ Udked States in diis respect is suit a 
be ptood of. A& through 1930 onr “ leaders ” set on.'^ 
stage and bqgailed the people with reassuring words whidi||^ 
in retrospect, sound so short-sighted and altogethev^lp 
that it would be a cheap form of ^ort to xepSn:| 
them here. Earlf in the next year the slogan became oim 
of ** patience and confidence ** : whatever goes down must 
go up : we live in business cycles. Banlcs were closmg 
their doors, here and there, all over the country : but the 
audience were led to regard these casualties merely as 
tragic incidents in the cyclorama. When the Credit 
Anstalt collapsed in May, the first trace of smoke drifted 
into the theatre where the public sat. It wa s keenly noticed 
by certain gentlemen of the banking fraternity who picked 
up their hats and coats, unobtrusively, and made for the 
door. The Hoover moratorium blew more smoke into the 
pit ; so that the audience began to fidget, and in September, 
when London went ofi the gold standard, they rushed for 
all the exits, suddenly, in a body. Gold moved out of the 
country at an alarming rate, security prices tumbled, over 
a thousand million dollars were drawn out of accounts and 
hoarded at home. Fear rode in the saddle, and by the 
end of December more than two thousand banks had sl>ut 
up shop — all in the space of twelve months’ time. The 
Secretary of the Treasury gave a vivid description of the 
sequence of events to the Associated Press on April 26 ; 

Every bank that failed frightened depositors. They withdrew 
deposits. The withdrawal of deposits frightened the banks. The 
banks in turn sought to make themselves liquid — that is, they sold 
investments, called loans and stopped making new loans. As this 
movement proceeded the prices of bonds fell progressively to lower 
levels, weakening the position of all banks holding them as a secondary 
reserve, and carrying a threat to other great fiduciary institutions. 

In January, 1932, there were 342 bank suspensions ; and 
it finally became evident to government that “ the whole 
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ci«& itmtctnre of tl» Datieo was gradnallf 
perilled.” 

III. 

B e it said that Congress, under the leadership of the 
President, faced the issue squarely. A Reconstruction 
Finance Corporation was established and empowered tp 
employ the national credit to the extent of $ 1,500, C)00,000 
in providing ” emergency financing facilities to banhs . . . 
insurance companies . . . and railroads.” Banks were tti 
be assisted, not for the sake of their shareholders, but for 
the sake of their depositors, and because they were “ affected 
with the public interest,” being essential parts of the credit 
machinery of the country. Railroads were to be protected 
from receivership, not only because of the dislocation of 
commerce, industry and employment which would ensue, 
but also because of the fact that railroad liens have been, 
and still are, the chief medium of investment for American 
insurance companies. There can be no doubt that the 
creation of this emergency corporation, and the work which 
it has accomplished since February 2, have been the most 
important weapon in the war which the Administration is 
now waging against the forces of fear and the processes of 
deflation. As compared with 342 bank suspensions in 
January, with deposits of $219,000,000, there were forty- 
five suspensions in March and seventy in April, with total 
deposits of less than $65,000,000. In these same two 
months $250,000,000 in currency crept out of hoarding and 
went back into the banks. On April 21, testifying before a 
Committee of the House of Representatives, Charles G. 
Dawes, President of the Corporation, stated that in the 
seventy-one days of its existence there had been loaned on 
adequate security to banks and trust companies in the 
United States $243,000,000, to railroads $77,500,000, and 
to other quasi-public financial institutions the sum of 
$50,000,000. 

The Corporation has been functioning (he said) for a period of 
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Ihiii i&d in iu dperiitiont mUy about ono-fiftb of ills resontoet t adi 
c M e^ Ob that deootmt time mnit dapse before the fnS heaeiiehf 
dbett of its qMrations can be property appraised. But a]tauty,dbp 
bfn ^pjjl effect of its most important wo^ tbas farrrsts k)^. ^ 
banks umI trust companies — ^is sufficiently evident to have aioK 
jusil^ Congress in .the creation of the Corporatioth. 


Ute Glass-Steagall Bill, signed by the President at the 
end of February, is the second weapon in the Goreminent^s 
war on fear. Tlie Bill has been called “ the most important 
piece of banking legislation enacted since the Federal 
Reserve Act of 1914.” After signing the Bill, Mr. Hoover 
issued a statement commending the non-partisan co- 
operation shown in both houses of Congress and describing 
the major purposes of the new law as follows : 


First : In a sense this Bill is a national defense measure. By free- 
ing the vast amounts of gold in our Federal Reserve System (in 
excess of the gold reserve required by law) it so increases the already 
large available resources of the Federal Reserve Banks as to enable 
them beyond question to meet any conceivable demands that might 
be made on them at home or from abroad. 

Second : It liberalizes existing provisions with regard to eligibUity 
of collateral and thereby enables the Federal Reserve Banks to 
furnish accommodation to many banks on sound assets hitherto 
unavailable for rediscount purposes. 


These two important measures — the Bill creating the 
Reconstruction Finance Corporation and the Glass-Steagall 
Bill — were designed to deal with certain “ situations.” 
Any one of the situations in itself was serious enough i 
while all of them together, if not corrected, were certain to 
carry the country into financial chaos. Thanks to the new 
legislation, the fear of bank failures has been greatly 
allayed ; the market price of railroad securities held in the 
portfolios of financial institutions, while still unsatisfactory, 
is no longer governed by panic psychology ; the central 
banking system is in a position to withstand the flight of 
foreign gold ; and those banks which are members of the 
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Fadenl JteMTve %pttem mi turn xdieved of d ^ 
preimre whidi compel^ f}iem to sell their invMtmeut 
and call their loans in order to be in a position to meet 
extraordinary demands from their depositors. If the 
Corporation, the Treasury and the Federal Reserve all 
persevere along their present lines of efEort (and if Congress 
is able to produce a satisfactory budget before it adjourns) 
we may be able to look back upon these present months as 
marking the turn of the depression. 

And the Government has gone one long step further. In 
addition to these two powerful protective measures, a new 
and bold oflFensive has been launched by the Federal 
Reserve System. On April 13 Governor Harrison, of the 
New York Federal Reserve Bank, disclosed the details of a 
vigorous “ easy money ” policy upon which the Reserve had 
recently embarked. For some weeks following the passage 
of the Glass-Steagall Bill the Federal Reserve had been 
buying government securities at the rate of $25,000,000 a 
week. Governor Harrison announced that the System had 
recently purchased and would continue to purchase 
“governments ” at the rate of $100,000,000 a week until 
conditions should cause them to modify that policy. The 
object of this carefully planned offensive is to lift the price 
of governments ” to a point where they become an un- 
profitable medium of investment for fresh funds; and 
thereby to force financial institutions into the municipal 
and corporate bond market. All this should logically lead 
to freer lending and to a rise in commodity prices. 

On May 3, by a vote of 289-60, the House of Repre- 
sentatives passed the Goldsborough BUI, charging the 
Federal Reserve Board, the Federal Reserve Banks and the 
Secretary of the Treasury with the “ duty ” of restoring 
the purchasing power of the dollar to the 1921-1929 
level and maintaining it there! The BiU in some ways is 
absurd ; but not more absurd than the consternation 
which It appears to have caused in Continental Europe. 
J-or the measure is hardly more than the expression of a 
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Boctdf die Steferre Banks and the Treaiuiy db eid»«^ 
i^poS such a aud career of oncontrolled inflation a« aoaae 
of odr Continental friends seem to fear — that phase 
he signalised, not bjr a Goldsborough Bill or its Ifloe, 1 ^ 
fa^the rengnadon of Eugene Mejrer from the chairauash% 
oftheBoa^. Meanwhile, he has put his hand to the ploa^ 
and is not likely to turn back. It is reported that the Board 
is prepared to buy “ governments ’* at the present rate untfl 
September ; and will coolly watch $700,000,000 in gold 
leave the country, if need be, before swerving from its 
present policy. 

If this bold offensive is to succeed, it must be given time 
and it must be favored by circumstances. All the financial 
institutions which have been liquidating their investments 
as fast as the markets could absorb them will not change 
over to the buying side forthwith. Banks which have been 
sternly calling loans for the past two years will not readily 
put their money out except to prime borrowers ; and prime 
borrowers are either already in a strong cash posidon 
themselves, or else they are waiting upon developments 
before expanding their operations through the use of credit. 
So that even if no adverse event occurs, it will be many 
weeks before the desired effects of the Federal Reserve’s 
new policy are felt. It is a gigantic task — that of making 
the flood turn and flow up-hill. 

And there is one further factor. If the Senate and the 
House of Representatives, who have been floundering 
for the past two months over the problem of balancing the 
budget — if they adjourn for the summer and for the 
Presidential campaign without solving this problem in 
reasonably satisfactory fashion, the water will cease to 
move up-hill, and the country will once again be engulfed 
in fear. On April 30, at the close of the first ten months 
of the government’s fiscal year, $4,020,000,000 had been 
spent, while receipts had amounted to only $1,686,000,000. 
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The deficit for tlieifi^ole yeer ctnaot posnfafy be lew tiiep , 
l3»ooo^ooo,0(fo, and mey |n fact be conddewbty Mf^«k 
No wtt in his senses has tueamed that these fignieq oonlS 
be brought into mathematical balance for the next &s^ 
year. Every sdieme that has been proposed for effecttn^iS 
balance has allowed for suspension of sinking fund pa^ 
ments of the government debt, amounting to $400,00(^000. 
They have all been predicted upon the probably false 
assumption that $250,000,000 will be received by the 
United States Treasury from foreign governmental debtors. 
And the yield from proposed income tax schedules is 
reckoned on the questionable premise that business will 
be better next year than it is today. The goal to be readied 
by fresh taxes and reduced expenditures has been set at 
$2,000,000,000. If Congress provides ways and means 
for finding that much money, they will have done all that 
can reasonably be expected of them. If they fail, from short- 
sightedness or from a cowardly unwillingness to lay taxes 
and make economies in quarters where they fear resent- 
ment, the credit of the United States will be most gravely 
imperilled. Government securities will suffer on the 
exchanges, our financial institutions will resume their mad 
race for liquidity : and the financial structure of the country 
will probably collapse. 

The essence of the matter (writes Walter Lippmann) is not statis* 
tical, but political. The underlying question is whether the American 
nation acting through its party system can convince itself that it is 
awake and determined. If that can be done (and it could be done 
by a few bold and quick decisions in Washington to pass a tax Bill, 
accept the President’s economies and kill the prospect of a soldier’s 
bonus Bill by June i) the immediately necessary will have been 
accomplished. The budget will not really be in balance, but the 
government itself will be coherent and responsible. On such a 
demonstration depends in good part the restoration of the con- 
fidence of the people. 
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B y the time this artide is printed we will have learned, 
for better or for worse, how the United States has 
passed through the most tense mom^t of a crisis in its 
financial history. The outcome may give the reader cause 
to smile at the faith, herewith asserted, that the bonus 
Bill will not be passed and that the budget will be 
“ balanced ” before Congress adjourns. But, even if this 
rash prophesy comes true, what of it ? Well, since life 
is what it is, we can then look forward, rather wearily, 
to the task of wrestling with the economic consequences of 
Lausanne. 

United States of America. 

May 5, 1932. 
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DISARMAMENT 


I. The Background of the Conference 

T he governments of the world are facing at the 
present moment a series of problems which in com- 
plexity and difficulty have never been paralleled in history, 
while in urgency and importance they are hardly to be 
reckoned inferior to the direct issues of peace or war. 
Within a few months, conclusions must be reached in the 
financial and economic field the effect of which will probably 
be decisive for or against the happiness of, at least, one 
generation of human beings all over the world. In the 
Far East there has arisen a crisis which, while there is 
hope that it may yet be solved to the common benefit of 
China and Japan, is nevertheless fraught with tragedy and 
danger to both countries, and is seriously affecting both 
the political and material interests of the nations of the 
West. And it is at this moment that the Disarmament 
Conference brings our overburdened governments face to 
face with a fresh group of political problems of first-class 
importance. 

That this should be the effect of the Conference was 
no doubt in any case inevitable. Until recent times, 
political and military power have been practically inter- 
changeable terms. A growing respect for law and justice, 
on the one hand, and the vast increase of commercial re- 
lations and financial interdependence, on the other, have 
now accomplished a notable change, and the establishment 
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olidhe liiMigtt df NcUoiu lui« given soSdi^ and poainEKBee 
to III* adwinoe th»s nMde, and provided a baae for fordier 
pngreaa. Neverthelesi, it remains a fact that in the 
'wdotion ci any berions international question the coit^ 
paradve militaiy resources of the disputing States c^s^ 
tnte an element always important, often ^cisive ; ahd 
changes in the present situation in respect of those resources 
vriH inevitably involve proportionate changes in the political 
dtuadon also. 

To this general rule the Treaty of Versailles created an 
artificial exception. Germany, while remaining neces- 
sarily a Power of first-class political importance, was 
reduced militarily to the third class. Such a situation is a 
pixhlem in itself : and the statement in the Treaty that 
this reduction was imposed “in order to render possible 
the initiation of a general reduction of the armaments of 
all nations ” shows clearly enough that the Allies recog- 
nised that their action involved the facing of further 
decisions in the near future. For years Germany has been 
awaiting those decisions: behind all the activities of 
Stresemann and his successors, behind Locarno and The 
Hague, behind political recovery, reduction in reparations 
figures, withdrawal of foreign troops, she has never ceased 
to feel that in the disarmament question lies the test, both 
in symbol and in fact, of her real restoration. 

These considerations bring us, then, straight away to 
the two fundamental questions of the Conference : — 
First : Are the great military Powers prepared to forego 
some part of their present superiority over other nations ? 
And second : What answer should be given to Germany’s 
demand that the Conference should put an end at least to 
the moral inequalities to which she has been subjected 
since the Peace Treaty ? 

But if these two problems dominate more completely 
than any others the whole deliberatiems of the Conference, 
it is nmie the less evident that those others are numerous, 
important, and difficult. Italy demands the recognition, 
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at ]«a«t in tbcoiy, of li« right to parity witli *ny 
cmtiiiental Power; riie means, of course, Francf^'va^ 
there is little indication that France is prepared to aooepc 
her claim. There is mutual suspicion between SovSm; 
Rutda and her western neighbours, as well as betmsm 
Soviet Russia and Japan. There is the problem of restskt- 
ing military aviation without interfering with the peaodfd 
development of civil and commercial flying. Spetdud 
provision must be made for the governments which have 
to keep order in those regions of the world where civilisarion 
has penetrated mainly in the form of an improvement in 
military equipment. Some means must be found of 
giving due weight to the differences between States which 
enlist their military forces by conscription, and those whose 
system is based on voluntary long-time service ; and again, 
between States whose industrial development enables them 
to equip themselves rapidly for war, arvd those which 
possess no such resources. Some agreement must be 
found, satisfactory both to members and non-members of 
the League, for ensuring that countries which loyally keep 
their new obligations will not be exposed to fresh danger 
from less scrupulous neighbours. 

It is true that there have been long and detailed dis- 
cussions on many of these questions, but this pr eliminar y 
work has been of value rather in bringing to light the 
problems which have to be faced than in making any real 
progress towards their solution. They are in the last 
analysis political problems requiring political decisions ; 
and in this, even more than in other fields, it is quite 
useless to expect that technical discussion by experts will 
do anything to modify the policy of governments. Agree- 
ment on such matters must be the outcome of a state of 
mind in which mutual concession becomes easy : it can 
never be brought about by argument. 

The delegations to the Disarmament Conference are 
therefore in reality faced with the solution novo of 
problems which would be enough to occupy the whole of 
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oo«iii«ctk)ftibctw^ the qnettions of <ii8amuaait»t 
and lecmity, on the one hand, and those of reparatKUU 
aiid,!snr di^8^ on the other ; between the poIit|tad7eIil|^ 
wludlt are affected hy the one, and the econo^c relatjp^ 
\ahkh are affected by the other. The comfilex of 
international psroblemfl at the present day is a connect^ 
nhole, and progress or retrogression in one sphere will 
soon make itself felt in the others. Nevertheless, it is 
clear that it is b^ond the capacity of the world in its 
present condition to advance simultaneously along the 
whole line, and it is probably true that it would have been 
to the general advantage to have postponed the holding 
the Disarmament Conference until the more pressing 
financial problems had been dealt with, and until some 
improvement in the economic situation of the world had 
be^n to make itself felt. It has been impossible either 
for governments or for intelligent public opinion to con- 
centrate on the Conference as might with advantage have 
been the case. Add to this that in two of the coimtries 
most vitally concerned, France and Germany, critical 
elections were fixed for the months of April and May, and 
that a third country, Japan, was engaged during the whole 
of the first month of the Conference in war-like operations 
on a considerable scale. It cannot be expected that there 
would be a time when all conditions were favourable for 
such a meeting. But it can hardly be doubted that the 
moment at which it has met — a moment fixed more than 
a year in advance, at a time when most of the present 
unfavourable conditions could not possibly have been 
foreseen — ^has in fact proved singularly unfortunate, and 
that the Conference will take a much longer time to arrive 
at results than would have been the case if the governments 
had been in a position to concentrate on it what may be 
called the whole of their exportable surplus of attention 
and energy. 
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n. The Eaelt Phases 

N evertheless, in spite of unfavourable Ckoiat- 
stances, and whatever may be its final result, tlie 
holding of the First General Disarmament Conference is 
an occasion which could not fail to appeal to the imaginathm 
of the world. Great eflForts have been made in mai^ 
countries to impress on public opinion the historic import- 
ance of the occasion and the necessity that their govern- 
ments should play an honourable part. From every 
continent, and almost from every country, petitions for its 
success have poured and are still pouring into Geneva. 
Practically every country is represented : from this point 
of view no previous event can be compared with the 
Disarmament Conference : it is the first meeting of aU 
the nations of the world. The official delegations include, 
besides an imposing array of experts and exalted staff 
officers, a high proportion of the leaders of public life in 
the various countries, although it has been one of the 
consequences of the circumstances already described that 
Prime Ministers and Foreign Ministers have been unable 
to remain continuously in Geneva. The numbers of the 
official delegations are equalled, if not surpassed, by those 
of the journalists, publicists, politicians, and representa- 
tives of international organisations. It was a matter for 
regret that, in spite of the pressing invitation of the British 
Government, it was in the latter capacity, and not as a 
member of the British delegation, that Lord Cecil was 
present, and made, on one of the early days of the Confer- 
ence which was set aside for the presentation of addresses 
from international organisations, a speech which was 
recognised as an admirable exposition of the results of 
much national and international discussion on all the 
aspects of disarmament. The British delegation and the 
Conference as a whole are much the poorer for his absence. 
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Hett^btaott in tlMs Pneside&t’s chair. Appoiis^ bjr the 
Gouadl as Fre^eat at the time when he was still ASkAt 
Foreign SecTetaiy, he had been somewhat criticieed i& 
certain quarters for not resigning the appointment 
he ceased to hold office. It ma^ be said at once that hb 
presidency has been a complete success, and that the 
severe illness from which he has not yet entirely recovered 
has in no way impaired the qualities which made him last 
year the best chairman who ever presided over the G>nncil 
of the League. The fact that he is not officially connected 
with any delegation has probably proved an advantage 
rather than the reverse. 

It had been anticipated that the Conference would be 
faced at the outset with the difficulty of deciding to what 
extent its work was to be based upon the Draft Convention 
which had been drawn up by the Preparatory Committee 
for the Limitation and Reduction of Armaments as a result 
of a long series of meetings in 1928, 1929 and 1930. The 
Draft Convention, as was to be expected considering the 
wide difference between the views of many of the govern- 
ments represented on the Preparatory Committee, contains 
some articles which represent little more than a compromise 
along the line of least resistance ; some which are the 
result of narrow majorities in the votes taken by the Com- 
mittee ; and some which are accompanied by more or less 
destructive reservations and objections. It had been made 
particularly obnoxious to Germany by the insertion during 
the last session of the Committee of an article to the effect 
that the new Convention would not take the place of the 
disarmament clauses of the Peace Treaties ; and for this 
and other reasons Germany had always set herself against 
the idea of taking the Draft Convention as the basis of the 
work of the Conference. A large majority of other delega- 
tions, including the British and American, while they 
considered that the Convention was far from perfect, 
nevertheless regarded it as embodying the result of much 
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the greatest common denominator of agreement, and 
th^dore held that from a practical point of view the Con> 
f«pence could not do better than take it as a basis. But 
the expected difficulty never arose, for within a week Of 
the opening of the Conference the spokesmen of the great 
Powers had made it clear that their ideas went far beytmd 
the limits of the Draft Convention. Germany could and 
did accept without misgiving a resolution proposed by Sir 
John Simon to the effect that the Convention should be 
taken as a framework which could be added to, subtracted 
from, or changed in any way desired. It thus took its 
proper place as a convenient summary of the preparatory 
work of the last few years, a practical tool at the service 
of the delegations, without any limiting or compromising 
effect on their freedom of action. 

The work of the Conference up to the beginning of May 
may be divided into three phases. In the first phase, the 
various countries, with the great Powers in the lead, 
declared their general policy on the disarmament question, 
setting forth not so much the ideal at which they aim — for 
there is no country which would declare that its ultimate 
goal is anything short of complete disarmament — as the 
achievements which they hope might be reached by the 
present Conference, the methods they would apply for the 
purpose, and, less explicitly, the dangers they desire to 
guard against. 

In the second phase the Conference, a trifle bewildered 
at the unexpected wealth of new suggestions, sorted and 
classified the immensely complex material for discussion, 
and at the same time organised itself into a machine for 
dealing with this material — ^tasks that had to be got through, 
but of no interest to the public at large, and trying for the 
ptience of the delegates. The Conference was glad, on 
Its completion, to break up for the Easter holiday. 

The third phase has a superficial resemblance to the first. 
We are back in the atmosphere of general, almost of 
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Its discusuoiB ba-re, in fact, been several degrees 
to l3ie realities of the problem. The stage of coatee 
results is still beyond the horizon ; but we are none the less 
in 4efimte and conscious relation with it. 


111 . Quolitativk Disarmament 

T he first phase of the Conference was opened hj 
M. Tardieu, who laid before it a complete scheme 
which soon became known as the French plan. 

The French plan proposes in the first place measures 
to deal with the problem of military aviation. It is sug- 
gested that all military machines should be divided by 
tonnage into three classes, the biggest machines to be 
transferred immediately to an international air force, 
those of medium tonnage to be retained by individual 
States on condition that they agree beforehand to place 
them at the disposal of the League in case of need,* and the 
lowest class to be retained at the free disposal of the indivi- 
dual States. These measures are put forward by the 
French as meeting the two points which they regard as 
essential, namely, to strengthen international action against 
aggression, and at the same time to allow each country to 
defend itself against sudden bombing attacks from the air. 

In regard to naval and land armaments, the French plan 
refers only to two categories, viz., the more powerful 
weapons, which would be retained by the States on con- 
dition that the latter undertook to place them at the dis- 
posal of the League in case of need, and the less powerful — 
for instance, ships of war under 10,000 tons or carrying 

* The plan provides that, if States not members of the League accede 
to a convention based thereon, the international authority at whose disposal 
these armaments would be placed could be modified accordingly, 'nda 
explaiution should be understood whenever the League of Nations it 
referred to in connection with the plan. 
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of the iadindtud States. ^ 

These are the only parts of the French plan which 8ped^ 
Bcahy relate to the redaction of armaments, or, at any 
the reduction of armaments under the control of inditddnal 
nations. The plan is completed by further proposals of a 
general character, which, however, form an integral part 
of it. First, as regards civil aviation, it is proposed that in 
order to meet the dIflSculty so often pointed out, viz., that 
limitation of military aircraft may be rendered ineffective 
by the development of commercial aircraft which can be 
used with little or no alteration for purposes of air bombard- 
ment, an international civilian air transport service should 
be created to take over and develop existing air lines. 
Secondly, it is proposed that every State should place a 
small military, naval, and air contingent at the permanent 
disposal of the League, to be sent to act as an international 
police force in any part of the world wherever there might 
appear to be a threat of war ; and should further guarantee 
in advance that if war should break out and the League 
should require military action to be taken against the 
aggressor, it would be ready to contribute a certain further 
force for this purpose. Thirdly, it is proposed that a strict 
limitation should be placed on the freedom of action of 
belligerents with regard to long-range artillery or aerial bom- 
bardment, and that the use of gas shells should be forbidden. 
Fourthly, it is declared that the whole plan necessarily 
depends upon the acceptance of more complete and definite 
rules governing the action of individual States in regard to 
the settlement of disputes ; in particular, that it should in 
every case be obligatory to refer to arbitration disputes not 
otherwise settled, and that the League should take measures 
to enable it to define in every case which State is the 
aggressor if war should break out. 

Such is a brief summary of the French plan, which is 
presented to the Conference with an indication that it 
should be treated as awhole, and that unless it is adopted 
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The reception given to the French plan was far from 
cordial. It wis vigorously denounced in the German and 
Italian press, which declared that the French were merely 
covering their intention to retain their full military superi- 
ority by a show of loyalty to the League, well knowing that 
the conditions which they proposed had no chance of being 
accepted by the other major Powers. Amongst the delega- 
tions more friendly to France, including the British, it was 
felt that the plan was too much concerned with politics 
and too little with disarmament, and that if the French 
were to insist on treating it as an indivisible whole it could 
not possibly lead to any positive results. No serious public 
debate, and little serious private discussion, have been 
given to the plan so far, partly because other lines of 
approach have appeared more likely to lead to results, 
partly because, with first Germany and then France engaged 
in election campaigns in which foreign policy has been one 
of the decisive elements, the Ck)nference has almost in- 
stinctively fought shy of engaging in a public argument 
which would be bound to involve serious embarrassments 
for both. Though it may be said at once that it has no 
chance of acceptance in anything resembling its present 
form, it is likely that the plan would gain rather than lose 
by discussion. Politically, it is, no doubt, at least prema- 
ture ; and it is hard to resist the criticism that it takes 
far too little account of the general desire for a prompt 
and extensive reduction of existing armaments. On the 
other hand, the charge of bad faith against its authors can 
hardly be sustained by anyone who has followed French 
policy in these questions since the war, or who knows the 
intense interest which liberal circles in France take in the 
development of international organisation. That it is 
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lut reproach in the epea of snppOTters of the 
onlf solid and permanent basis of which U the oonvactum 
of its member States that their individual interests are in 
the long run best served by the maintenance of peace and 
by co-operation with other countries. Finally, it contains 
the first detailed suggestions for applying special treating 
to armaments which are either exceptionally powerful mr are 
specifically designed for offensive rather than defensive 
i^tary action. 

The idea of specially reducing, or totally abolishing, 
certain categories of arms, as opposed to the idea of a 
proportional reduction of all, is now known under the 
description of “ qualitative ” as opposed to “ quantitative ” 
reduction. It does not appear in the Draft Convention,, 
except in the form of prohibition of chemical warfare. 
It was, as has been seen, foreshadowed in the French plan. 
It forms the essence of the proposals of Great Britain, the 
United States, and Italy. Its emergence as the most 
practical and hopeful line of approach to effective reduction 
is undoubtedly the roost significant fact of the early stages 
of the Conference. Yet, though it seemed new because 
it had hardly appeared in the work of the Preparatory 
Committee, it had already been applied — side by side with 
the quantitative method — ^in the Versailles Treaty itself. 
Germany is prohibited by the Treaty from possessing 
warships of over 10,000 tons, tanks, heavy guns, military 
aviation of all sorts. Though none of the proposals of the 
three Powers go as far as Germany asks, it is clear that their 
general tendency must be most welcome to her ; for reduc- 
tion on these lines is pro tanto a definite advance both hr 
practice and in theory towards the equality which she claims, 
and which even those who most strongly desire reconciliation 
with Germany would hesitate to offer in the form of 
encouraging her to construct new arnuments on the 
present scale of those of her ne^hbours. 

The simple theory of qualitative and quantitative 
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W« nnut feeq ^ te ^ laidQ that the limitation of mnameaci faj' 
intenuitiaoal a|ife*eu*nt can oofy be brou^t about b^ the naeof qae 
or both at two methodi of treatment. One is the method of . 
maximum limits beyond vhicb we severally bind ours^s not to fO} 
the other is the method of excluding by international agreement 
from use in warfare certain defined instrnments or methods, and 
for both these modes of treatment we require as a further saf^nard 
some intornational authority which will effectively secure that th««e 
limitations ate not overstepped. 

The British Empire, he declared, was ready to accept 
both methods. We would accept the fixing of maximum 
establishments in every category, on the lines of the Draft 
Convention. We desired to abolish submarines, gas, and 
chemical warfare ; and to co-operate in finding practicable 
methods of reducing the size of ships and the calibre of 
guns, both naval and land. These last suggestions were 
explained in phrases which are worth quoting because they 
express a point of view which has steadily grown in influence 
as the Conference proceeded. 

We take the view that the temptation to resort to armed conflict 
is obviously reduced if defence is strengthened at the eipensejof 
attack. And since our common object is not to increase butjjto 
diminish the sum total of armaments and their expense, it follows 
that we must direct especial attention to such prohibitions or 
limitations as will weaken the attack and so remove temptation for 
aggression. 

Some may feel that the suggestions for the practical 
application of these principles lack something in courage 
and thoroughness. But their clear enunciation has already 
proved of high value : and the event may yet show that bur 
Administration, in spite of a tendency to regard prudence 
as the highest virtue, is capable of illustrating once more 
the excellent British tradition of performing more than we 
promise. 

The American delegation followed a similar line : “ We 
believe that this Conference should and can successfully 
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devote itedf to the of those weapons .which ate 

devoted priinarity to aggressive war.” Thrir concrete 
snggestioos aimed at propit»tional reductions from the 
figures for naval tonnage laid down in the Treaties of 
Washingt<m and London, as soon as France and Italy had 
adhered to the London Agreement; the aboliti<m of 
submarines; protection of civilians against air bombing; 
ab<dition of chemical warfare ; special restrictions on 
tanks and heavy mobDe guns. In presenting these pro* 
posals to the Conference Mr. Gibson emphasised, as Sir 
John Simon had done the previous day, that the delegation 
did not mean, in putting forward certain specific points, to 
imply that it was not prepared to consider other concrete 
suggestions. 

Italy carried the application of the principle several steps 
further. Her delegation has come to the Conference with 
instructions to press in every way for the greatest possible 
measure of reduction. The evolution of Fascist foreign 
policy is certainly one of the most interesting phenomena 
of international relations of the present day. For long 
considered as the enfant terrible of Europe, Italy has 
absorbed with Latin thoroughness the doctrine of enlight- 
ened self-interest, and in the questions of disarmament 
and of reparations she has placed herself boldly on the side 
of reconstruction and reconciliation. It is true, no doubt, 
that the basis of this policy is in part to be found in a desire 
to find support against French influence in eastern Europe. 
We are told, too, that the inspiration of young Fascism is 
still directed towards military glory and national expansion. 
In any case, Italy’s foreign policy in the present juncture is 
clear and brave. She has found an admirable spokesman 
in Signor Grandi, her Foreign Minister, who, though still 
under forty, is rapidly making himself a place among the 
leading statesmen of Europe. Signor Grandi was a com- 
batant in the war: it is a strange and rather unhappy 
reflection that he is about the only leading figure in the 
Conference of whom this can be said. 
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text tbe disanaXment chases of ^e Treaty of VersaSSSea.' 
TbXse danses, iM Signor Grandi, by abolishing the most 
distincthn^ aggressive means of warfare, a£hrd ns a 
practical example of what disarmament should be in ther 
vpint of the XiCagne of Nations and of the Kwogg Pact.** 
He proposes, therefore, simultaneous abolition of sub- 
marines and of capital ships, abolition of aircraft-carriers, 
of all Hnds of heavy artillery, of tanks, of bombing aircraft, 
and of chemical warfare. 

A few words will complete this summary of the attitude 
of the great Powers in the first phase of the Conference. 
Japan’s position was practically a reproduction of that of 
Great Britain. Germany repeated once more her demand 
for equality and put forward a scheme for general disarma- 
ment going much beyond even the Italian proposals. The 
Soviet delegation took the occasion once more to declare that 
the capitalist States have no real intention of reducing their 
armed forces, and to ask for the rapid adoption of the most 
radical measures. These are special cases, and since it is 
clear that there is no likelihood of proposals so far-reaching 
finding general acceptance at the present Conference, they 
need not be considered in detail. 

The speeches of the representatives of the smaller States 
brought, as was to be expected — ^for the armaments prob- 
lem is obviously in the main a question for the great Powers 
— ^little that was new. Many of them, not only amongst 
those who generally follow the lead of France, showed "a 
liking for parts of the French plan, in particular for the 
suggestion to place civil aviation under international manage- 
ment, and for the idea of a “ police force ” at the disposal 
of the Council. The attraction of this idea undoubtedly 
arose in part from the view which, rightly or wrongly, is 
universally held among the smaller countries, that the 
Council ought to have been able to intervene in a more 
decisive way in the early stages of the Manchurian conflict, 
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band to be sent at its disaetkmto act as police in a]i 7 -.giTien 
area would, in fact, have enabled it to do sa But die 
ptilliect of prompt and pontive redaction in the worM’* 
stod; of powerful armaments was, of course, stiU more 
attractive to all the smaller States ; and, above all, th*7 
wdcomed the suggestions for the abolition of aerial bom- 
bardment. Some of them pointed out that countries 
which possessed no armaments industry of their own would 
be at too great a disadvantage in the case of conflict with a 
country which possessed such an industry, unless they 
were allowed to keep some stock of the more powerful 
weapons which their adversary could hardly be expected to 
refrain from making and using. This is clearly a point 
which must be provided for in any disarmament convention. 
With reasonable good-will, it presents no insurmountable 
difficulties. It may be mentioned in passing that Turkey 
and the Argentine took the opportunity of declaring, the 
one her wish to join the League, the other her wish to 
return to it. 

Among the rank and file of League membership, no 
group is of greater interest than that of the British Domin- 
ions, who stand alone in that for all the distance, geo- 
graphical and political, which separates them from Europe, 
they have had recent and terrible experience of modern 
warfare. Their interest in the problems of the Conference 
is more remote, but no whit less substantial, than that of 
their European colleagues. And they have much to 
teach : what European can hear without some touch 
of shame of South Africa united into a single people within 
a few years after the end of a desperate war, of Canada 
with her 3,000 miles of undefended land frontier f No one 
will blame the Dominions if they feel at the present time 
that it is best for them, so far as membership of the League 
allows, to hold aloof from the dangers of European quarrels 
rather than to risk further commitments in order to avert 
them, and if, in consequence, they are inclined to refuse 
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it le«s iqipxisisg tviien we confer dut it it ^ tiiie 
wkcAe that of the preient Government in the United 
Kingdom, in spite of the fact that England, de^7 involved 
% history, by treaty, by ties of commerce and of sentitoent 
ho: Kniopean coevals, can never remain a spectatcirof 
thek troubles. Yet two at least of the Domimons, Canada 
and South Africa, have always shown a real and constructive 
interest in the League, and may be trusted to realise that 
co-operation and concession by all concerned are needed to 
enable it to perform its task for the common good. No 
speeches made recently in Geneva have shown a better 
understanding of its purpose than those delivered by Mr. 
Te Water, the South African delegate, in the Disarmament 
Conference and in the Assembly. Mr. Te Water is a real 
find : clear-headed and courageous, it may be that he is 
destined to embody in succession to Botha and Smuts the 
political genius of South Africa. There could be no 
prouder ambition. 

The second phase calls for little comment. The delega- 
tions and the Secretariat at Geneva have learnt most that 
there is to know about the technical side of conference 
management. In spite of the immense mass and com- 
plexity of the material with which it had to deal, the 
Conference did not take long to arrange it into a manage- 
able agenda list, based as far as possible on the Draft 
Convention, and to organise its committees — ^a committee 
for land armaments, one for naval armaments, one for air 
armaments ; a budgetary committee (to deal with the 
plans for limiting armaments by ’ limiting the budget 
appropriations for the purpose) ; a political committee 
(to deal with questions of supervision, etc.) ; and a general 
committee consisting of the heads of delegations, which is 
to assign its work to each of these committees and receive 
its report. In this work of organisation the Conference 
owes much to the indefatigable labours of M. Benes, the 
Foreign Minister of Czechoslovakia. He possesses a deep 
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kiumledge of tlie 'trfrale^aettion, an tmeqiUiiied mther* 
stajidiDig of "the views and prejudices of eadb dd^tipB 
or group. The subject-matter of the G>nferenGe is too 
wwghty to be manipulated even hj the most exceptkmal 
dipk>matic energy and skill ; but by electing M. Bents to 
one of its chief offices it has ensured that all that is possible 
will be done to avoid unnecessary friction and loss of time. 

During the Easter holiday which followed, it was 
announced that Mr. Stimson would join the American 
delegation soon after the Conference re-opened. It was 
already known that Mr. Ramsay MacDonald, M. Tardieu, 
and the German Chancellor, Dr. Briining, intended to be 
in Geneva at the same time. Meanwhile, what we have 
called the third phase of the Conference began in a some- 
what dramatic manner with a formal declaration by Mr. 
Gibson that the United States was definitely prepared to 
abolish what they considered aggressive land armaments, 
viz., all tanks and all mobile guns of over 6-inch calibre, 
and invited the other nations to do the same. The issue 
of “ qualitative reduction ” was thus squarely joined, and 
while Italy gave wholehearted, and Great Britain a some- 
what hesitating and partial, support to the American 
proposals, M. Tardieu lost no time in taking up the 
challenge. Which weapons, he asked, are aggressive, and 
which are defensive ? Tactically, a tank is no doubt a 
weapon of attack : but if it is used in attacking an enemy 
entrenched in one’s own country, it is strategically and 
essentially a weapon of defence. War equipment, whether 
on land or sea, or in the air, must be treated as a wholes 
it was illogical to demand the abolition of all but the least 
powerful land weapons, while retaining the infinitely more 
formidable menace of battleships with their wide range 
and terrific attacking power. Finally, it was impossible to 
accept such proposals before even any serious consideration 
had been given to the French plan. Great wars were 
waged before such weapons were dreamt of : we gain 
nothing in security by abolishing them, whereas by main- 
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war imposnUie. 

The conrtesf of international discussion forbade M. 
TanUett to voice the real feeling of the Frenfch, viz., that 
the United States was prop<»ing the abolition of weapons 
which were of no use to herself, since there is no possibility 
for her of serious warfare with her neighbours on land, 
while giving up nothing in the sphere of air and naval 
armaments which may be important to her. The same 
view is held by many States of Latin America, who, while 
seeking to use the opportunity of the G)nference to make 
mutual limitation agreements among themselves, un- 
doubtedly hope that it will have the efEect of relieving 
them to some extent from fear of the naval and air forces 
of the United States. However, though events in the Far 
East have doubtless strengthened the hands of the Big 
Navy school, we may confidently expect that if Mr. Gibson’s 
proposals concerning land armaments seem likely to lead 
to results, the United States will be ready to consider 
analogous proposals in regard to air and sea. This is at 
once their only chance of acceptance and the test of the 
spirit in which they are proposed. 

After ten days of debate the Conference passed unani- 
mously a resolution in general terms declaring itself in 
favour of qualitative reduction, but without coming down 
definitely on the side either of prohibition or of inter- 
nationalisation ; and instructed the three technical com- 
missions on land, sea, and air armaments to report which 
weapons were most offensive in character or most effective 
against defence. 

This summary brings the history of the Disarmament 
Conference down to the beginning of May. The tech- 
nical commissions are now at work on the task of defining 
which weapons are aggressive and which are defensive. 
The results of their work have yet to be received : but 
they are not likely to make the path of the Conference 
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any etsier ; for how ca^t be expected that the lepte^' 
sentativeB of the fighting serricee should willingly sign the 
death-warrant— even with a prospect of some delay in 
eidbnting it— of any considerable division of the organi- 
sations with winch their lives are bound up ? There cafi 
be no doubt that if serious results are to be achieved the 
heads of delegations must be prepared to go further than 
their technical advisers. 

IV. Interim Reflections 

M eanwhile, for several days the men on whom 
above all rests the responsibility of guiding the 
principal countries through their present difficulties have 
had an exceptional opportunity for discussion. It is too 
early to do more than guess what use they have been able 
to make of it. Their task is difficult indeed. In spite of 
the warnings which have poured out from League confer- 
ences, committees and assemblies since 1927, national 
egoism in the economic sphere has brought international 
trade to a standstill and the industrial countries to the 
verge of ruin. Fear of financial and economic disaster has 
intensified the national caution of the great Anglo-Saxon 
countries, and made it more difficult than ever for their 
governments to look beyond the empirical decisions of the 
moment. In Germany men are waiting to see whether the 
National-Socialists will carry out, now that they have a 
large share of power in the country, the policy of defiant 
nationalism which they preached in Opposition. Franc'S 
is in the middle of an election campaign which will show 
her reaction to the developments of German politics. 
The national feeling of Poland is not less ready to take an 
aggressive form, and in Danzig and along the frontier 
hotheads on both sides have to be continually restrained 
from provoking incidents which would turn them for a 
moment into national heroes. The war-clouds in the Far 
East show no sign of lifting, and are none the less dangerous 
550 



.V/ Jr.y ,^‘ "■'^■. ■..■ '\ •■- •■ .fcu#.-^ -jj i .-. ^ 

■ ’ - '■tlWtiMBflll*: -lyBBCb l lDPt : 
tiecaaae ift EmeejM mea begin to take them hxt fpse^ 
and to l(»^ exMtence. 

Tbeie u no trajr out of all this trouble that does not 
inybtve sacc^ces and concessions from all concetned. Ko - 
adrance is possible so long as each country .considers in 
isolation the justice of its own claims* and waits for the 
odiers to recognise it. It is of the utmost importance 
that public opinion and the press, especially in Europe, 
should realise and act on this truth. The part played by 
the French and German press in particular, in coimection 
with the Conference, has been a real hindrance to its 
progress. Every sEght concession is caUed a victory for 
the other side and considered a proof of weakness. Every 
form of malevolence and insincerity is freely ascribed to 
any delegation which differs from that of the writer. A 
heavy responsibility rests on the shoulders of those who 
thus add unnecessary difficulties to the already over- 
whelming task of the statesmen who must agree or perish. 

For the Conference itself it may be said that in spite of 
unfavourable circumstances its early stages have on the 
whole been successful, but that immediate further advance 
may be difficult. The German and French elections have 
held up its progress, which can hardly be resumed until 
the political life of the two countries has again settled 
down. The vital decisions to be taken at Lausanne in 
June on the problems of reparations and debts will then 
have to be faced, and it is doubtful whether any great 
development of the Disarmament Conference can now be 
expected before the autumn. In view of the vast com- 
plexity and vital importance of the subject, this is not 
surprising nor particularly regrettable. No one has the 
right to criticise the slowness of the Conference who is 
not prepared to ask his own Government to make the 
concessions which are heeded to keep it moving on the 
road to success. 

Geneva. 

May 1932. 
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THE FAR EAST 


S INCE September i8 of last year the Far East has been 
in the centre of the interiutional stage and the mam 
preoccupation of the League of Nations. Would that it 
had been so earlier and that, in this country and in Western 
Europe in particular, it had not become habitual to regard 
Europe as the chief danger-spot in the post-war world I 
For, to anyone who has tried to gauge the real forces in 
international affairs without allowing his perspective to be 
distorted by relative distances, it has long been clear that 
it is on the western shores of the Pacific, the home of nearly 
one-third of the population of the globe, that the world 
has to face the greatest threat to the new constitutional 
system which the statesmen and peoples have been seeking 
to build up so as to avert another world war. It was with 
the object of meeting this threat in time that a group of 
far-sighted men in 1925 founded the Institute of Pacific 
Relations, with National Councils in the various countries 
concerned with the problems of that area, in the hope 
that a clash might be prevented by frank and friendly 
discussion. The clash has occurred. Nevertheless the 
discussion has not been fruitless. The issues indeed are 
of such a kind that they cannot be settled by force of arms. 
It is a Gordian knot that not the sword but only the slow 
fingers of Time can untie. Whatever the momentary 
situation in Manchuria and around Shanghai, the funda- 
mental facts remain substantially unchanged. The chief 
of these concern China : and it is with China, therefore, 
that these pages must primarily deal. 
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B y A Treaty signed in Washington on Felpiary 6, 
and in force dace August 5, 1^25, the British 
nether with the United States, France, Italy, Ja|»a, 
Bdgtnm, Portugal and the Netherlands, ^s undmaken 
**to provide the fullest and most unembarrassed oppor* 
tunity to China to develop and maintain for hers^ an 
effective and stable government.” The occasion on which 
this obligation was undertaken was of singular solemnity, 
for the Conference of which it was one of the principal 
results marked the achievement of the first measure of 
disarmament by mutual agreement of which history bears 
record: and the political and disarmament agreements 
were strictly interdependent. Neither could have been 
achieved without the other. From this spring political 
consequences of world-wide importance A^ich must be 
left aside for the moment. Here we must first deal with 
the extent and meaning of the obligation which, since the 
Washington Conference, forms the basis of British policy 
not in China only but throughout the Far East : for, in 
existing circumstances, geographical, economic and poli- 
tical, our relations with Japan must be influenced at almost 
every point by our policy towards China. 

China is the oldest civilised society in the world. Six 
thousand years before the Christian era “there was in 
China an Empire in certain respects more cultured than 
that of Rome in the age of the Antonines.”* Dynasty 
succeeded dynasty, but the essential elements which hold 
Chinese life together have lasted on unimpaired, withr 
standing, as anyone who has really communed with the 
mind of even the most Western-educated of the race can 
certify, the impact of the republicanism, the materialism 

* Tit Ctfital Question of China, L. Curtis, p. 6 (Macmillan & Co., 
193a, price 101. M.). 
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aftd llie ephemeral valttAi of the present age. The CoA* 
fidan ethic, unth iti innstence on the virtoes of emf> 
day Hfe, cheerfnin^s, common sense and honesty at 
bc^een neighbours, together with the obligation of family 
jdety, m the Latin sense of the word, has proved a 
cement by means of which over one quarter of the ismiidls 
population has contrived to live for thousands of ya^ 
grouped in families and villages without losing its sociil 
cohedon and the sense of belonging to a larger community. 
Utterly different in its outlook upon the world from 
resdess children of Greece and Rome, with their more 
highty centralised type of organisation, their practical 
applications of natural science and their new-found belief 
in “progress,” this vast section of humanity, with its 
roots even deeper in tradition than our own, has within 
the last few generations come into close contact with the 
West. It is a contact between civilisations, the most 
interesting for the scholar, the most momentous for the 
statesman, that the world has seen. How can it be turned 
to good account ? That is the question asked, and left 
open, by the Washington Conference. 

The relations between Great Britain and China go back 
to the seventeenth century, when tea first found its way 
to London. In 1715 the East India Company began to 
trade regularly with Canton, and gradually Indian opium 
assumed its place as the main import in exchange for 
Chinese tea, silk and porcelain. By 1830 the Indian trade 
had grown to 4,000 chests per annum, and in the succeeding 
decade, the monopoly of the East India Company having 
been abolished in 1833, the trade increased seven-fold. 
The Chinese Government, aloof in haughty isolation, was 
not equipped to deal with a problem of foreign policy 
which at first seemed only to concern the provincial 
authorities. The inevitable difficulties were thus atcceO’ 
tuated by a misunderstanding of the Chinese political 
system, and the resulting war ended in the cession of the 
bare island of Hongkong for the convenience of British 
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didkig SiialigjM ftttd C«it<», to for^ tnde. 

the-' i^tinung eighty years, from 1842 to 19XV 
Britiih policy in China was a policy for the furdbieruieQ 9I 
ftiitiih trade, No attempt was made to eqfXend Britiih 
pi^tieal power, still less to promote mutual usdaiw 
fltahdiog between the two political communities conceniefd, 
hi 1843, indeed, the British Government made it dear 
that it aought no exclusive rights, securing only the right 
of most'favoured-nation treatment in all arrangements 
made }yf China with other Powers. Hongkong grew to be 
a great emporium of over 600,000 inhabitants; but it 
never served as a link between the deeper thought of Eafst 
and West. Individual British officers, including General 
Gordon, trained Chinese armies, and individual British 
administrators, of whom Sir Robert Hart is the most 
famous, made the Chinese Maritime Customs the most 
efficient piece of machinery in the Chinese State. But the 
British Government averted its eyes from the political 
problem presented by the contact of the two systems. At 
the dose of the nineteenth century, when Japan had begun 
to show her Westernised power and German and Russian 
ambitions in the Far East were becoming important factors 
for British policy, Lord Salisbury awoke to the fact that 
political relations between China and the West could not 
continue as they were. But he saw in China only a Turk^ 
writ large. Partition between Western governments 
seemed inevitable and, for the sake of the commercial 
interests involved, he endeavoured to secure a fair share 
for Britain. The despatch in which he instructed our 
Ambassador in St. Petersburg to initiate negotiations with 
Russia to that end has recently been published aud throws 
a vivid light on British policy only thirty-four years agt>^ 
and on the immense psychological change, both in the 
East and in the West, which has come about since thent 

Our idea (writes Lord Salisbury, amplifying a previous despatch) 
was this. Ihe two empires of China and Turkey are so weak that 
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te fanponatt nutten lAlp an ooutattty gnidod bf theadite 
fd foragn Fowm, In giving thit advice Rnina and Eil^bBdain 
OMUUntly oppoaed, nentraliiing each other'a effort* npre 
fimnentlj than the real antagoniim of their interetti would jnitify ; 
ituthii condition of thing* ii not likely to diminiih, but to increate, 
R j* to Kmove or leiien this evil that we have thon^ thtt an 
nnd«itaading with Russia mi^ benefit both nations. We 
ocmtemplate no infraction of existing rights. We would not adink 
the violation of any existing treaties, or impair the integrity of the 
present empres of either Qiina or ‘l\irkey. These two contBtion* 
are vital. We aim at no partition of territory, but wily a partition 
of preponderance. It is evident that both in respect to Turkey 
and China there are large portions which interest Russia much 
more than England and otV/ v^sa. Merely as an illustration, and 
binding myself to nothing, I would say that the portion of Turkey 
which drains into the Bla^ Sea, together with the drainage valley 
of the Euphrates as far as Bagdad, interest Russia much more than 
England : whereas Turkish Africa, Arabia, and the valley of the 
Euphrates below Bagdad interest l^gland much more than Russia. 
A similar distinction exists in China between the valley of the 
Hoango with the territory north of it and the valley of the Yangtze. 

Would it be possible to arrange that where, in regard to these 
territories, our counsels differ, the Power least interested should give 
way to and assist the other ? I do not disguise from myself that 
the difficulty would be great. Is it insuperable i* 

This particular negotiation fell through, but the rivalry 
between the Powers continued ; a year later the United 
States Minister in China was convinced that China was 
breaking up. “ A glance at the map,” he wrote in a 
despatch to Secretary Hay, “ will show Russia strongly 
entrenched in Manchuria, Germany in Shantung, Italy 
demanding Chekiang, Japan expecting Fukien, England at 
Hongkong and the French in Kwantung and Tongk4ng, 
with the English claiming an extended sphere along the 
Yangtze . . . There is practically nothing left for the 
United States but the province of Chihli.” Secretary 
Hay, however, set his face against partition and, in a 
unilateral declaration in 1899, followed by a circular 
telegram a year later, laid down the basis of a more liberal 

• British Documents on the Origins oj the W», VoL i, p. 8 (dated January 25, 
1898). 
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agreed'.! 

M^ted 9 ^ ioh^; Aineiican co-opentioii ia 
«|gi^ bpt tW United States had relnctairt to eBtlj^ 
Oft any pdicy which might seem to savour of aft alEii^ 
or to invcdve an obligation of jc^t action ^for iti mi^ 
tduftce. Hay’s intervention, as Mr. Stimson hat jftstl^ 
claimed, “ brought to an end the struggle among variom 
Powers for so-called spheres of interest in Chiu which 
was threatening the dismemberment of that empire.” It 
rested on the twin principles of the open door and the 
preservarion of the territorial and administrative integrit}i 
of China. Notwithstanding infinite difficulties and com- 
plications, this has been the broad basis of the policy of 
the Powers during the last thirty-two years. There have 
been no new alienations of Chinese territory. In Man- 
churia, indeed, Japan succeeded in 1905 to the rights 
already secured by Russia, as she succeeded after 1914 
to the German rights in Shantung. But Japan did not 
embark on her war with Russia in a spirit of imperialist 
adventure, in order to secure the territorial aggrandisement 
on which Russia herself seemed bent. Her object was to 
keep the Russian power at a safe distance so as to be 
assured of free access to the resources, both of China 9s 
a whole and of the three eastern provinces. It is interestng 
to recall to-day the words used by one of the wisest of the 
Elder Statesmen, Marquis Ito, during the height of the 
Russo-Japanese war, a few weeks before the fall of Port 
Arthur. “ It was unprofitable,” he told the Second 
Secretary of the British Embassy in an after-dinner talk, 
“ for any country to endeavour to go beyond those limits 
which appear to have been set by nature to its powers ; 
to do so was to open a source of weakness.” For that 
reason Japan “neither wanted Manchuria, nor was she 
strong enough to maintain large garrisons indefinitely on 
the remote borders of that province ” ; and, as the chief 
danger to Japan came from the Russian control of the 
railway, he suggested that “ the only method by which a 
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f^l^i&tibii of rdhray from the }^t 1^^!# 
eaten Chmese territoiy.” As regards Siuo-fepeA^ 
relatioiis hit views were equally moderate. 

Japanese ^ said) could by tbemselres efFect but veir utl&. 
It wai true that Japanese could understand Chinese better tnaU m 
bet a very few fordgners could ever hope to, but the character oltlw 
two aatkms was too dissimilar and the resources of Japan wen 
ifeUe. If, however, England were to co-operate with Japan, then 
BU^ch might be done. England had been the first to open up China, 
and her influence there was older and wider than that of any other 
country. The two were thus well fitted to work together.* 

Mach has changed in the world and in the relative 
position of the great Powers since that confidential talk 
in Tokyo in November, 1904 ; but the permanent elements 
in the situation remain unchanged. These are the in- 
destructibility of China, the economic needs of Japan 
and the fact that only “ a very few foreigners ” have been 
able to enter into the mind and soul of China and to pene- 
trate to the deep-lying elements in the Chinese nature 
which constitute at once its apparent weakness and its 
unshakable strength under the strenuous conditions of the 
modern world. But it is equally true that only “ a very 
few foreigners ” have understood the mind and soul of 
Japan : and it is to Japan that we must now turn. 

II. Japan and Her Lost Opportunity 

T he history of Japan is one of the strangest in jhe 
world’s annals. Its main lines should be familiar 
to all who would pass judgment on her present actions. 
It is, indeed, one of the great gaps in Western education, 
which our schoolbooks are even now not seeking adequately 
to repair, that the memories which enliven, and too often 
embitter, the consciousness of every Japanese awaken no 
echo, and can thus inspire no sympathy, in Western mindl. 
• Sritisb DtamnU tn the Origitu «f tie War, vol iv, pp. 64.-46. 
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Sm <tm tiKk :«1^9^wiui ytais. Hut is the 
ehowt the Japaitese community. The Chinese it tn eUi^ 
: the]ap«mese it a p<^tical being : together the two 
Jimkmi make up the aum-total ot the social teaching of 
.^nttotle. The relationship of the individ^ ChineM to 
his family and to his village corresponds to the rdatimid# 
between the individual Japanese and the Mihado. The 
fietas of the Chinese is within the narrow circle of hmne 
and surroundings : the authority of the village elder gains 
in veneration by his being described as a “ father and 
mother oflicial,” The Japanese have been living for two 
thousand years, and still live, under a paternalism centred 
in the person of the monarch. It is not a theocracy, but 
it is sufficiently close to a theocracy for this to call for 
denial. “ There is not now, nor ever has been,” uid 
Marquis Ito in the conversation already referred to, “ a 
single Japanese who believes that the Emperor is a god ; 
he is a man ” — ^here he stretched out his arms — “ just like 
myself. It Is almost impossible for anyone not a Japanese 
to understand the feeling of a Japanese towards His 
Majesty; it is most like to that which you entertain 
towards a father.”* 

Japan encountered the West in the sixteenth century in 
the form, first, of Jesuit missionaries, and then of firearms. 
The Jesuits and the Franciscans who followed them, after 
making many converts, were expelled from the country 
after a few generations. By the use of gunpowder, a 
group of able leaders broke dovra the power of the feudal 
nobles and firmly established the authority of the central 
government. But the real control was exercised not by 
the Mikado but by the military chiefs, of whom Hideyoshl, 
an Oriental Bonaparte and of equally humble extraction, 
was the most remarkable and the most ambitious. Under 
his rule Japan proceeded to make the mistake of Louis XIV 
and his successors — to seek military glory through conti- 

* Ltc, eit,, tnnspowd from the ereft'e Miqua of the despatch. 

559 



. ■ v%e>FkrBatt ■ 

tmui oonqneitf ra^Nir than economic develnpiBeDt 
Ikao^h overieas enterprise. The conquest of C^fna lailM 
dte lure that led him on; and the road to Chma witk 
tiuDugh Korea. The war began in 1592, the Japanese 
amiding across the straits what a recent historian deso^^MM 
as the greatest force ever sent on overseas service preniotts to 
this South African war of 1899-1902. The stmgj^ vri^s 
long and bitter ; after one victory the ears and noses of 
38,700 Koreans were packed in barrels and sent home to be 
buried in a mound which is still shown to visitors in Kyoto 
— and is not forgotten in Korea. But deficiency in sea 
power led to the abandonment of the enterprise in 1598. 
In the reaction that followed, the unity of the country was 
completed by the putting to death of native Christians 
and the expulsion of foreign priests. The statesman 
responsible for that policy, lyeyasu, persuaded the Mikado 
to grant him the title of Shogun and to make that office 
hereditary in his family, the Tokugawas. From 1616 to 
1867 the Tokugawas were the real rulers of Japan. 

The Tokugawa regime was a bureaucracy, surely at once 
the most nervous and the most efficient that the world has 
ever known. In 1637 ** alarmed by a revolt of Christian 
peasants, which was suppressed with much bloodshed. 
It was then determined to close Japan to intercourse with 
the outside world. No Japanese subject was allowed to 
leave the country on pain of death, and no ship might be 
built larger than would carry 2,500 bushels of rice, the 
build and rig being prescribed so as to make an overseas 
voyage a crazy adventure. Contact with the world was 
maintained by the admission once a year of a single ship 
from Holland. Thus during the two centuries when 
Europeans were exploring the outer seas and colonizing 
their territories the Japanese, already skilled in the arts of 
Europe, were deliberately cut off from competition. 

By 1608 (writes Mr. Curtis*) as many as 15,000 [Japanese] were 
settled in the Philippines. . . A glance at the map is sufficient to 
* 7 bt Capital QiustitH »/ China, p. 19. 
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jIm« vMdlirMjt m/ to Baroeo» dtt McOncMand N 
ia. the coarK W two ceatoriei they must have diicove^ ^ 
aanexed Aa^lia and New Zealand. Theii na-v^a mutt Im 
fliaacered die Frafie more thoroughly than thoK ’^of Eag^d 
miiteKd the Atlantic. They would scarcely have booked eaBchuiah 
]bj S|Mio bom the whole Ameriqm seaboard. IlieF mqhiC 
have aapidanted the Spaniards in America, and to-day the dvuiMtiona 
of Europe wd Japan would be facing each other in regions south of 
the great lakes. As it is, the civilisation gf Western Europe donun- 
ates the ocean which washes the shores of Japan ; while site, foUow^ 
ing the path traced by her peasant dictator, has seized Korea and is 
driven to seek in China the means of supporting her teeming millions. 


III. Japan’s Problem 

J APAN is a country poor in natural resources with a 
rapidly growing population. That is the sum and 
substance of her foreign policy. 

The problem which thus confronts the Japanese people is 
one of recent date. During the Tokugawa period the 
population was stationary, checks of many kinds, including 
infanticide, being employed in all levels of society to prevent 
an increase. At the first general census, that of 1721, 
the registered population was a little over z6,ooo,ood. 
In 1846 it was 26,900,000. After the close of the Tokugawa 
regime the birth-rate began to mount. In 1872 it was 
17 per thousand, in 1928 it was 34-4. The population of 
Japan proper at the last census in 1930 was 64-4 million, 
the total population under Japanese rule — including Korea, 
the leased territory of Manchuria (r5 million) and the 
mandated Pacific islands — being 91-8 million. In most 
Western countries the birth-rate and the death-rate are 
both decreasing ; in Japan both show an increase, though 
the death-rate has not risen so fast as the birth-rate. The 
two phenomena are, in fact, related, for between 1924 and 
1927 38 per cent, of the deaths occurred among children 
under four years of age. 

Japan has hitherto always been an agricultural nation. 
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df'die total area ia arable. For the anntul mcresacrtil 
OQO^ooo montha it ii cakolated that five million bniltela of 
m) 0 'iirt needed, equal to the output of 133,000 aorea of I^unI 
For the past twenty yeart the annual increase in lioe hoid 
has been from 25,000 to 35,000 acres a year. 


To meet this new prei sure on food supply (writes a careful Western 
bbsearer*), Japan must annually bring under cultivation asi area of 
new land four to five times greater than the area she has been able 
to make arable in any past year by the expenditure of the most 
arduous labour. Japan has no frontier of empty lands available 
for the taking. If production is to be increased, cultivation must 
climb higher up the mountain sides, steeper slopes must be terraced, 
farm land must be pushed farther into the sea, swamps reclaimed, 
new irrigation systems built, or greater crops forced from the soil — 
always in the face of greater and greater obstacles. 


For this hungry multitude there are but two ways out — 
emigration or industrialisation. Emigration on a Urge 
scale is excluded, either for political or climatic reasons. 
Where tl^e Japanese could live, in the warm and temperate 
Unds of Australasia and America, they are not free to go. 
Where they are free to go, as to Manchuria, Sakhalin and 
the northern island of Hokkaido, they cannot live in 
comfort. There remains industrialisation. 

But here, too, circumstances are inexorable. Industrial- 
isation demands access to iron for cheap construction and 
to coal or oil for cheap power. Japan has practically no 
iron ore, little coal, and that of bad quality, whilst her 
annual output of oil, which has steadily declined since the 
peak was reached in 1916, amounts now to about seven- 
tenths of the output of the United States for a single day. 
Signor Mussolini is fond of characterising Italy as a 
proletarian nation. Japan is the proletarian nation far 
excellence, the foremost representative of the Have-Nots 
in modern civilisation. No other people has so great 
an interest in international justice, if by that is meant, 
Ettnvmic Puititn, by J«An E. Orchard, p. 6, New Yorit, 1^. 
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.i§^t‘'^>SeUft^bt- ^'^oaettic tpbON^ tuitfiduiiffy’>:lSu 
wUoKauat itd dcitting ti^ts bat also the 
ef- orMf itame for remedying the maldiftriboiieii flf , 
emaltlL. Unhappify, it is precisely in the fidd'of iiitei^ 
mtional econrnnk rektimis that men hajie been taite 
telnmitt to apply constitutional processes w et«n to 
reeognise the necessity for having recourse to thesis II 
the Japanese people have turned to-day from constittl- 
titmid to revolutionary methods for satisfying their urgent 
needs, and if they arc more inclined to see their “vital 
interest ” in the monopolising of the resources of Manchuria 
and the securing of a tied market in the rest of China, 
than in a general policy of access to raw material and the 
breaking-down of economic barriers and other discrimina- 
tions, no small reproach attaches to the statesmen and 
peoples, unhappily often belonging to the British Common- 
wealth, who at Geneva during the last twelve years have 
banged, barred and bolted the door even to the discussion 
of these vital international problems. “ Justice,” “ Neces- 
sity,” “ Self-preservation ” — call the issue by what name 
you ■will, the logic of facts is inexorable. “ Things arc 
what they are, and their consequences will be what th^ 
vnll be.” They are working themselves out to-day before 
our eyes in Shanghai and Manchuria — to-morrow perhaps 
elsewhere. Is it too late for international statesmanship 
to recognise and act up to its responsibilities f 

For Japan can find no relief for her economic problem 
by political action in Chiiu and Manchuria. Here again 
the facts are unanswerable. 

An industrialised Japan can only live by developing her 
exports. Of these, two are of major importance, silk and 
cotton textiles. Both go predominantly to markets which 
are extremely sensitive to Japanese political action. Of the 
Japanese exports over the five year period, 1925-29, an 
average of 42*5 per cent, were sold to the United States : 
85*5 per cent, of the goods thus sold were raw silk (83- 3) and 
silk tissues (2-2). These figures are an eloquent commen- 
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Mn. Hoover’# Ij^oa drew and on the groooig 
the United State* for “ iKHi 4 n^»rccMKnit 
resort to war,” of which the rayon mairatorttiefli 
nU^be tmsted to take advantage. Cotton textiles arc sold 
adnefly in China. But the Chinese have discovered ^t in 
the boycott they possess a weapon which can exert a* 
powerful an influence on policy as military force itsekL 
First used against Japan in 1908, then in 1915, at the time 
of theTwenty-one Demands, its technique has been stea<Bly 
perfected with the growth of patriotic sentiment, until it 
has become a major factor in the political situation, not to 
be broken by bombs and bayonets. The 1931 figtures, 
recently published, show that Japanese exports fell off by 
22 per cent, compared with the previous year ; the decrease, 
however, was principally in the period subsequent to 
September 18, the November figures, for instance, showing 
a decrease of 35 per cent, on November 1930. There is 
no way out of this dilemma by the political or economic 
control of Manchuria. It is true that, under the regime 
which was recently overthrown, Japanese imports into 
Manchuria had remained stationary, and even declined, 
since 1918, whilst European imports — a fact insufficiently 
noted in the West — had been steadily increasing. But the 
thirty million, predominantly Chinese, inhabitants of 
Manchuria, even if they can be compelled (contrary to the 
treaties and to recent assurances) to “ buy Japanese ” are a 
poor substitute for the 400 millions of China and the 
luxury purchasers of the United States.* 

Three facts stand out clearly from this analysis. The 
first is that China, amorphous, unorganised, distracted by 
flood, invasion and internecine rivalries, is nevertheless, by 
the most modern measurement of political forces, more 
powerful than the Island Empire with its modern technique 
and its highly developed naval and military machine. The 
* Hie facts regarding Manchurian trade are conveniently aummariaed 
bj Dr. Herbert Feia, now Economic Adviser to the U.S. Department of 
State, in a pamphlet published in April, 1931, by the Carnegie Endowment 
(No. 269). 

564 



'!|$ie€bUt0tl«^ifi^ ."''' 

iidM)4 1» 

j@litt ea « dteifide ba^m^ wi&icb mvat he * bi^t cwHifim 
idtf«c^cct Ibir imth ptrties, » a vital intereat iw |{a|ippu^ 
The ibird is that, quite apart from the imme^ete pi^ideiR 
of Japanese relations, the Far Eastern situatkn hhi 
hroQght to light general issues of international economte 
po&Of which the world can no longer afford to shiric. ' 

IV. The Collective System in the Fae East 

T he Sino-Japanese conflict is the most testing ezp^ 
ment to which the collective system, compounded nf 
the Covenant of the League of Nations and the Kelk^ 
Pact for the renunciation of war, has yet been subjected^ 
Let us, in conclusion, briefly examine how matters now 
stand in this regard. 

The object of the collective system is to establish the 
rule of law in the world. The States that are parties to it 
ate pledged to refrain from taking the law into their hands 
for the redress of grievances, however legitimate. Thus, 
so far as the collective system is concerned, the foregomg 
analysis is irrelevant to the present issue. “ It is clwr 
beyond peradventure,” in Mr, Stimson’s words, that Japan, 
by her action on and since September i8, has violated the 
two general and one of the regional agreements on which 
the peace settlement in the Far East had been built up. 
That settlement is, for the moment, if not in ruins at least 
seriously shaken, and so is the agreement between the three 
chief naval Powers which was the consequence of, and 
interdependent with, the Far Eastern political arrange- 
ments. Unless and until confidence can be restored 
between the signatories to these various treaties, conditions 
in the Far East must remain precarious. That neither of 
the major parties to the dispute, though they have fought 
pitched battles and been engaged in trench warfare, should 
have declared war, and that the League of Nations should 




^ km «|iu^ dMed to potent fwCi ond #nt 

ydfirtfated kmn piittii^; iate force it* lasctions tgsintt^llw 
*|^iteior, are two import^t dement* in a coaaepiicatii 
fitaasion and maf ohimatd^ facilitate an adjastmeaiti 
Bot die fact remain* that, morally, a state of war cditi» 
Daring the long^awn closing phase of the South Ahicatf 
war Lord Rosebery urged that the prougonists shodd 
arrange to meet for a quiet talk “ at a wayside inn.” The 
war to-day is as real, and spread over as wide an area, as 
that which ended in the reconciliation between Botha and 
Milner. The wayside inn may perhaps be conveniently 
found in Geneva, famed for the gastronomical retoit8'’in 
its vicinity. But all the arguments of lawyers and the 
juggling with texts cannot alter the fact that peace has been 
broken and remains to be restored. 

It is of little avail to dwell in retrospect on the handling 
of the conflict by the Council of the League of Nations 
between September and February, or to speculate upon 
the course that events might have taken, had less reliance 
been placed upon conciliation and persuasion, or if there 
had been more perfect team-work between the League of 
Nations and the United States. “ If only China had shown 
something of the spirit of Belgium,” remarked in January 
one who had been closely associated with the Council’s 
proceedings, “ it would have been easier to help her.” The 
heroic resistance of the Chinese troops outside Shanghai 
supplied the Belgian touch. Chinese political leaders 
plucked up courage to appeal to the Assembly. That body, 
which had allowed itself to disperse in September in the 
belief that the Manchurian incident would be quickly 
disposed of, now showed unexpected vigour. Mr. Stimson, 
in his letter to Senator Borah, laid dovra a new doctrine 
of non-recognition which the Assembly adopted and thus 
invested with a kind of collective sanction. Finally a 
Commission of nineteen members of the Assembly was 
appmnted to sit in permanent session to ensure that the 
resolutions for the evacuation of Shanghai and Manchuria 




fcf tMrftjiiwii* wiwr^tnirig eanied ooL MsaaitiUk^ 

tibe one product of tke CoMrin^ 
d^faentiflon bemeen September and Chriatmas, bed 
anived in! the Far Eaat and has now, after «' sucoeai^ 


diplomatic tussle, entered Manchuria together with $ 
Qunese assessor. Dr. Wellington Koo. » 

Ihfcen together, these proceedings indicate the emergqDce 
of a new technique for the working of the collective system, 
They may even point the way for the breaking of the 
deadlodc in which it has been involved during the last 
twelve years by the conflict for priority between security 
on the one hand and disarmament and treaty<-revision on 
the other. For the doctrine of collective non-recognition, 
coupled with voluntary economic sanctions put in force 
by the public opinion of the peoples most closely concerned, 
may be found to provide a weapon against the aggressor 
no leas formidable, and therefore no less efiective as a 
deterrent, than the more comprehensive military, naval and 
other measures from which public opinion in the English- 
speaking countries instinctively shrinks. On the other 
hand, the Lytton Commission is charged with a task which, 
in fact if not in name, involves a revision of existing 
treaties : for it is barely credible that, if it grapples with 
its task in a broad-minded way, its recommendations will 
not include some modification of the legal rights both of 
the two disputants and of the other Powers. The Com- 
mission indeed has a historic opportunity : it may yet do 
for the League of Nations what Lord Durham did for the 
British Empire, and Lambton and L^ton may be twin 
names in the pages of history.* 


• The Ljrtton Commistion, in a prdiminir^ report, '"recorda that, ai 
afainit 10,590 Japanese troopi in the South Manchuria Railway zone lait 
September, there were, on April 30, 6,600 Japanese troops in that zone 
and 15,800 outiide it, together with 85,000 men of the “Manchukuo 
Army,” largely directed by' Japanese officers. There were bettdet 
1)9,000 locd police. These Street were opposed, according to the 
Japanese— the Chinese put the figures rather higher — by 43,000 Chinese 
regular troops, about 40,000 Tcdunteers, and 52,000 bandits. The Com- 
mission purposely refrain from comment at this stage, 
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^ Bnt a& tlu« if itOlliM^ t«dm of conjectofee. No«if» 
«C this stage can fMecast the pace at which cwtots filSI 
auwe. Bnt thdr direction is clear from the politiad «id 
flfeottomic forces that are inexorably at worL In 
these for constructive ends, for the lasting benefit of die 
Qiinese people and their neighbours, Great Britain hashes 
the Marquis Ito suggested nearly thirty years ago, a unique 
part to play. F or we are not only the oldest of the Western 
Powers to have close contact with China: we have a 
political system which, in contrast with that of Japan, has 
passed through what may be described as the early modem 
period of efficient centralisation and taken on a new 
flexibility, inspired by an inner discipline comparable to, 
though very different in its expression from, that which 
constitutes the moral strength and cohesion of China. 
China presents the greatest political problem of our age — 
all the greater, and the more hopeful, because it is in 
essence not political but educational. To politicize Con- 
fucianism is to enrich the West without disintegrating the 
East. Only China herself can solve her own problem. 
She is engaged in searching all things in the Western world. 
She will assuredly end in estimating them by her own 
traditional values and in holding fast to that which is good. 
But in that task, not of a day or of a generation, we of the 
West, if only we will recognise that the real meaning of 
the Far East for us is not trade but wisdom, may well 
render helpful service. The first condition of helpfulness 
is understanding : and the first condition of understanding 
is that the problem of the Far East should be a livjng 
issue in the minds of our statesmen and brought home by 
them, with all the resources of fact and interpretation at 
their disposal, to the minds of their fellow-countrymen. 
September l8 came like a thief in the night, both for the 
League of Nations and for ourselves. Events, which 
could not have been foreseen, have afforded us a second 
chance. Let us not misuse it. 
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THE SHANGHAI STANDPOINT 


I N the five weeks that have passed since the nightly 
glare of the fires died out of the sky over Chapei and the 
bombing and gunfire ceased, a bruised and battered 
Shanghai has had time to take stock of the damage and 
sort out its ideas of the future. 

The immediate visible damage has fallen mostly on the 
Chinese — ^the devastation of a huge area north of the 
Settlement, a big loss of life and the destitution of tens of 
thousands of the poorer inhabitants. The even greater 
invisible damage in the form of stoppage of business and 
trade has hit Chinese and foreigner alike. Its extent is as 
yet not calculable, though some indication is given by a 
drop of about 70 per cent, in the Shanghai customs 
figures. At the time of writing the Chinese shops have 
been boarded up for over two months, while the Chinese 
native banks — an essential cog in the financial machine 
which carries the trade of the port — are still out of com- 
mission. “ Confidence ” has been shattered and — most 
serious of all — a sense of insecurity utterly crippling to 
trade is expected to persist after the present crisis is over. 

The reason for this expectation is that, quite apart from 
the Japanese trouble, conditions before the crisis are 
considered to have contained the germs of a clash like the 
present. There were, people believe, a number of latent 
dangers in the situation. The three generally mentioned 
as being the most important are the inadequacy of the 
ordinary legal safeguards conjointly with the Chinese 
tendency towards organised anti-foreignism, the standing 
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Hab^tjr of havii^ Cliii^se armies of nneertaia iII^|uMs§' 
smtiooed About the borders of Shanghai, and the abseni^ 
of satisfactorf working arrangements between the inteiP^ 
national government of the Settlement and the Chinese 
government of Greater Shanghai . (Readers of the Feetham 
Report on Shanghai * vnll remember a similar |Sei^ of 
points in the Judge’s discussion of the question of 
^ security.”) 

The general feeling about the risks of returning to 
old footing is leading to various proposals. These fall ilfto 
two classes. The first is based on the idea of protecting 
Shanghai by ringing it off from the rest of China. This 
idea takes form in schemes for a “ Free City ” or an inter- 
nationalised zone under the League of Nations. It is 
fairly obvious that schemes so radical as this would become 
practical politics only if the political disintegration of 
China were to reach the stage of chaos. The other class of 
proposals aims rather at removing specific dangers. The 
idea is mooted of a Sino-foreign “ super-authority ” over 
the whole Shanghai area to deal with defence and law and 
order. But more moderate opinion argues in this wise : 
“ We share the feeling about the present need for compre- 
hensive reforms, especially those along the lines of the 
Feetham Report, but Japan’s violent action has made it 
extremely difficult to put forward demands without the 
appearance of exploiting the military situation for our own 
advantage. This we are bound to avoid. We must 
therefore limit ourselves to the bare essentials necessary for 
giving Shanghai a reasonable measure of security against 
future armed clashes.” The difficulty is to define “ essen- 
tials.” Opinions vary, but the following principal sugges- 
tions are commonly brought up : the reform of the Chinese 
court, demilitarisation in the Shanghai area, an arrange- 

• R^ort of the Hon. Mr. Justice Feetham, C.M.G., to the 
Municipal Council. (Messrs. John Pook & Co., 68, Fenchurch Street, E.C.a. 
—price Ss. 6d.) See also Thi Round Table, No. 84, September 1931, 

p. 738. 
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III oi tbt Feetlum Riep4f^ 
tlMst Unt wis^ partly .&Qm the belumar of the oonrc 
the per»>d of tension before the landingfrf fjhetroQf*, 
when members of . the boycott societies whichthad lordbly 
i^sud Japanese goods were acquitted on t]^ ground ci 
patriotic motive ; partly also from a general feeling that 
the court has from the start been under political control 
and failed to dispense justice. The suggestion of de- 
militarisation needs no comment beyond saying that it 
raises formidable problems of military and financial respon- 
sibilities. The third suggestion regarding the “ outside ” 
areas is justified by its authors as a step towards the re- 
moval of .a dangerous source of friction ; in some people^S 
opinion, however, it- comes rather too perilously near to 
asking for chestnuts picked from the fire by Japan. 

These are briefly the safeguards which Shang^i believes 
to be necessary for safety and the restoration of confidence. 
Can they, and how can they, be obtained f So long as 
there is a Government of China the changes involved in 
these safeguards can only be brought about by voluntary 
agreement between that Government and foreign Powers, 
since arrangements under duress are if so facto rejected by. 
members of the League. They must therefore come, if st 
all, as part of a mutual settlement between China and 
Japan, or else because the League (or some other grouping 
of Powers) raises the Shanghai issue as a distinct question 
brought up on its own merits in the interests of world 
peace and on account of its economic importance to all 
parties concerned. The League Commission, when re- 
cently here, had its attention drawn to the Shanghai 
question, and the suggestion has been made that it might 
be raised at, or immediately after, the proposed Round 
Table Conference, if the latter eventuates. 

About the Chinese response one cannot be very opti- 
mistic. Chma at present is in no mood for concessions. 
On the other side is the undoubted fact that thousands of 
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JUboos to see Shanglui pat in a better position of oafi^ 
in so far as this can be done atithout loss of natitmal fan. 
iA^eements tvith China for the better security of Shangiad 
need not, however, be entirely one-sided, and Chint^i 
self-respect might well allow her acceptance of proposals 
issuing from the League which, coming from anothm 
quarter, she would unhesitatingly reject. 

For any solution of Shanghai’s problem the sine qua non 
is, of course, a peaceable settlement of the Sino-Japanese 
conflict. Concerning this Shanghai is not at the moment 
of writing feeling hopeful.* A mutual settlement implies 
on Japan’s part a certain degree of withdrawal and on 
China’s a certain degree of recognition of Japan’s gains in 
Manchuria. Japan’s national pride has become so impli- 
cated through her initial military check that it seems 
impossible for her to take the first step, while China, 
flushed by the success of the XIXth Army, is equally 
unready to make any concession. The League Commis- 
sion is working to build a bridge, but its bricks are the 
strawless bricks of unbacked persuasion and there is little 
confidence in its success. The position is made worse 
by China’s domestic differences, which are at present 
barely concealed. Nanking and Canton are still unrecon- 
ciled, while the Kuomintang and its whole system of 
government are becoming the object of a concerted attack. 

Looking back to the causes of the crisis, there is still much 
variance of opinion concerning the blame for the outbreak 
of fighting on January 28. A major part of the blame is 
ascribed to the Japanese admiral, but a tendency also exists 
to credit the Chinese XIXth- Route Army (which had 

* Ai regardi the military operations in Shanghai itself, an armistice 
agreement was signed on May 5, whereby, while the Giineie troops 
remain in their actual positions, the Japanese forces undertake to with* 
draw, beginning within a week, to the International Settlement or to a 
limited area outside. Japan has since announced the withdrawal from 
Shanghai, within a month, of all troops except 2,000 bluejackets. 
(See The Times, May 13.) 
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IjiM^ coBW aoillilft the idle of a “bQdyginid*V%.^ 
Omnmese leaden) with hostile intentuma 
lofieiBatioaal Settlement, though the sapporti^eTideQ^ 
to inch a sospiebn is slight. On the subjeCft^ "tor 
guilt** in general, opinion is likewise not £xe^ Ito 
reaident in S)ianghai is inclined to look past the events of 
the last aix months to the years behind when the trouble 
was gradually brewing and when not a little of the provo- 
catbn of which Japan complains was suffered by all 
foreigners alike. This does not, however, mean that 
Japan is absolved for her acts of aggression, and the 
“ lieague ” aspect of the case has been kept well and ably 
to the fore in the North China Daily News^ the leading 
journal of Shanghai. 

Shanghai. 

April 1932. 
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INDIA : ORDINANCES AND 
REFORMS 


O UR March article described the events leading up 
to the d/nouiment of last December and showed how 
the Government were determined to put down the sub- 
versive activities of the Congress and, simultaneously, to 
proceed with the inauguration of the new constitution. 
We propose in this article to review the more important 
events of the succeeding period, and to indicate briefly the 
reactions throughout the country and the progress 
achieved in the constitutional field. An accurate appre- 
ciation, however, in correct perspective, of the constantly 
changing factors and the many conflicting interests, at such 
a short range, is no light task. “ Delhi,” says the proverb, 
“ is a far cry.” In many districts in iriany provinces life 
once more seems to proceed, with an occasional rude inter- 
ruption to its serenity, but for the most part little changed, 
on its immemorial way. To the local officer and the 
villager — and most of the people of India live in villages 
— the Government of India appears remote, unreal and 
of little practical significance in the day-to-day administra- 
tion of the country. Delhi, on the other hand, during 
the winter months is the mainspring of the Indian political 
world, for, just as all roads led to Rome, so all politicians 
go to Delhi, and perhaps on that account create the 
illusion that the country is generally on the verge of crisis. 
Thus the close observer of events may easily, according 
as he sees things from the view point of the provinces or 
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optimiatsc ttr too gloqpj^v 

Xa tlK Jeoqiadfiiac^ ahairp line of demarcaticA C«a 
dnwa betWBMi; the political and the constitutimud posh-. 
tkAn : thn^m tracts upon the other, and no nedi ixd|Hi?off>^ 
meat can talce place in the former until the ; latter ahot^ 
visible and tangible results, llie longer the ddby the 
more difficult becomes the prospect of a peaceful snd 
honourable solution, and the situation is further comply 
cated b7 the economic depression from which India, in 
common with most countries in the world, is now suffering. 


I. The Government and Congress 

C ONGRESS threw down a challenge last December 
which no government could ignore and attempted to 
impose conditions which no government could accept. 
Their avowed object, since the Government’s prompt 
repudiation of their pretensions, has been the paralysis of 
the administration regardless of the consequences of their 
action, either upon the well-being of the State or the 
personal freedom of its subjects. In taking vigorous 
measures against them the Government of India has been 
fighting the battle of constitutionalism against anarchy ; 
and no government could adopt a different policy consist- 
ently Avith a due sense of its responsibility. In spite, 
however, of having been worsted in the preliminary and 
succeeding rounds, the Congress persist in their familiar 
wrecking tactics. Their general scheme is to maintain 
excitement at all costs, to keep a ceaseless supply of volun- 
teers for the “ martyrdom ” of imprisonment, to defy all 
lawful orders prohibiting meetings and processions, and 
to exploit the conduct of the executive authorities, by fair 
means or foul, to their ovm advantage, whether as a means 
of inflaming feeling against the Government or for the 
purpose of propaganda abroad. Since our last article 
they have concentrated mainly on the celebration of anni- 
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▼ectuies— < 3 asdhi Day=, Horth West Frontier PioviflOoDi^^ 
Independence Day, Martyrs’ Day, and National Week-^i 
on fl^g Congress flags on public buildings and on 
ecbnomk bc^cott and picketing, in which anmderaUe 
success, especially in the city of Bombay, has been achieved. 
Hieir trump card has been to provoke, if possible, chuhes 
wit^ the magistracy and the police in the hope that some 
untoward incident — ^an unfortunate death by firing or the 
possible injury of women or children — may bring about 
a idolent revulsion of feeling in their favour. On the 
whole, the celebration of anniversaries has met with little 
response and has disclosed the inability of the Congress 
to maintain agitation on a large scale throughout the 
country generally. Here and there, local embarrassment 
has been caused — a bonfire of foreign cloth on Independence 
Day in Bombay attracted excited crowds and led to the 
burning of a police station; on Gandhi Day bands of 
hooligans in Delhi lighted bonfires of foreign cloth in the 
city, stopped tramcars and assaulted constables. The 
Frontier Day celebrations passed off without any serious 
incident. National Week was celebrated from April 6 
to 13, and vigorous attempts were made to revive agitation. 
Apart, however, from organised and violent rowdyism at 
Allahabad, and, in a lesser degree, at Cawnpore, and some 
intensification of activity in the direction of picketing and 
hartals in Bombay and Delhi, it aroused little general 
excitement. The events at Allahabad are noteworthy for 
the deliberate attempt to win public support by exaggerated 
accounts of the ill-treatment of Indian ladies, especially 
Mrs. Motilal Nehru. 'Hiesc statements were shown to be 
false. 

The Government have been vigorous but not vindictive. 
Their policy has hitherto been successful and, consequently, 
many parts of India show a return to comparative nor- 
mality. There has been a welcome response from various 
quarters and loyalist organisations have been established 
in the provinces. Governors, commissioners and district 
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maedaa^ m hllty tie more atable ^emeats to tbd^ mileK^ 
As a^mndii groop of members of the Xi^lltivt .1 
Aseemh^ and the Council of State has organised an Indim 
Dominion League on a non-commnnal and non-aectariaa 
bads, widi branches in each province, with the object of 
attaining Dominion status for India bj constitutional 
means, and bjr the mobilisation of public opinion against 
lawlessness and terrorism. The ruling chiefs with one 
accord have approved of the measures taken by the Govern- 
ment of India, and in loyal communications to the Viceroy 
have made it plain that they will tolerate in their own 
States no interference on the part of Congress emissaries. 
The Government, by seizing the initiative from the start, 
now have the civil disobedience movement well under 
control, though any relaxation of effort would bring 
about a rapid deterioration of the situation. Prosecutions 
are declining in number, government revenue is coming in 
satisfactorily, even in Gujerat, the stronghold of Mahatma 
Gandhi, and resignations of office are almost unknown. 
The deliberate policy of Congress in fomenting trouble 
and disaffection in rural areas has met with comparatively 
little success. In the cities, demonstrations and proces- 
sions have, for the most part, failed to keep excitement 
at the desired fever heat, and the numbers attending them 
are steadily decreasing. The sequestration of Congress 
funds, the more adequate control of the press, the arrest 
of the leaders and offenders generally, and the policy of 
release on tendering apology — a concession of which many 
arc not slow to take advantage — ^are factors which have, 
to a large extent, weakened the power of Congress. 

Attempts, however, to make capital out of the methods 
of the police and the alleged ill-treatment of women are 
frequent. In this way incidents, trivial in themselves, 
often obtain undue importance from the prominence 
given to them in the nationalist press, and from the 
temptmiy excitement exhibited in the legislatures-^ 
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caanl and ptoviactid^i^i^ baseless charges sm mama 
iitfmjiiieBtly made against execntire officers. Hieactiaait 
tideen hy the police in India is actually less severe thaf, 
that of the police of Western countries in dealixqjf 
riotous mobs. Casualties are comparatively ievr and the f 
so-called lathi charges — i.f.y the dispersal of turbulent 
crowds with cudgels and sometimes with sticks^-wre only^ 
ordered in the last resort and after the police have been 
stoned, abused and insulted by defiant mobs. The atti> 
tnde of Congress is indeed hypocritical : for both they and 
the revolutionary party have been quick to take advantage 
of the position of their women supporters. The terrorists 
have deliberately appealed to women to join the movement 
and to commit murders, while the Congress leaders advise 
the placing of women and children in the forefront of 
their demonstrations in order that they may gain a tactical 
advantage if, in the unavoidable resort to’ force, injury is 
caused to such defenceless persons. The real truth is that 
officers of government have used the special powers con- 
ferred on them by the ordinances sparingly and with strict 
regard to the necessities of the case. The police, when 
they have been compelled to use force or to fire, have, for 
the most part, behaved with exemplary moderation, and 
when dispersing mobs, as far as practicable, detach the 
women and children and keep them in safety. 

In one direction only has the Congress policy obtained 
any substantial success — ^and even there it is difficult to 
estimate its exact measure, owing to the general trade 
depression. The silent boycott of British goods is one-of 
the main features of their programme, and the slogan 
“ Buy Indian ” proves attractive. Secret persuasion and 
fear of social boycott are too strong for many, and others, 
though out of sympathy with the methods of Congress, 
gladly confine their purchases as far as possible, to Swadtsbi 
goods. On the other hand, there is growing resentm^t 
at the interference with ordinary daily life caused by 
picketing ; and its spectacular extension to railway stationa, 
578 



TMkmknmtsSA ^icif 'ctuse. ^ the eyes of the Cbogi^ 
gHtaral ecofiomic hoyeott is a very powerfal i^ta^ isii: 
the ** svest means ^ bringing the British E^pnr to its' 
knees ” in a comparatively short time. The Viceroy ^ 
a recent letter to the Western India Liberal AssOciaritm 
wittte: 

The Gover^eat have abundant evidence that those responsiUe 
for the present civil disobedience movement are pursuing the same 
poUqr as in 1950 and, further, the boycott of British goods is being 
used not as a political weapon but as part of a general policy to 
cripple financially the Government of India and Great Britaiii« 
It, in fact, is an outstanding feature of the movement, which is 
designed to subvert the Government and which is prejudicial in 
the highest degree to the maintenance of law and order. As such 
it is essentially different in purpose and principle both from the 
campaign in England in favour of British goods and from a genuine 
economic industrial movement in India in favour of Indian industries 
pursued by constitutional means. 

In Bombay the effects of this policy are particularly appa- 
rent. In addressing the Legislative Council the Governor 
severely criticised the policy of a section of the mercantile 
community in supporting the Congress movement. “ There 
are signs,” he declared, “that Congress activities art 
driving business from Bombay to other commercial centres, 
and when the tide turns, as it must turn, there is danger 
that we should find Bombay, which has so often claimed 
to be the first city in India, passed by the returning fiood 
of prosperity.” The Congress claim to control and 
regulate business. The stock exchange was closed alto- 
gether for a time. The cloth business has been seriously 
affected. The Cotton Brokers’ Association decided that 
dealings in cotton should be allowed for the months of 
July and August in the interests of the agriculturists and 
producers, and that business should be resumed for three 
days a week. Congress thereupon issued leaflets to the 
ef^ that “ Congress permitted ” these transactions, and 
intir alia laid down as conditions “ that commercial and 
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iittiinoc* and bidn which were agamtt the haeieMi 
of the natioii should be boTCotted, and that cotton anopr. 
chanta should not take part in the export of gold.” Tlnf 
also tried to enforce restrictions upon the inqxirt atl 
fc^gn watches and clocb and, in view of the commitmeats 
of business houses, have graciously been pleased to give 
them until the end of April to clear. After that date 
picketing wiU be imposed. It is indeed deplorable thft 
the mercantile community of Bombay has mixed up politics 
and business and has tamely submitted to this coercion, 
which is at least a contributory cause of the diminution of 
Bombay’s trade. 

We may now supplement this general account with a 
brief reference to affairs in the provinces. Conditions are 
fairly normal in Madras, the Central Provinces, Assam, 
Bihar and Orissa, and most of the districts of Bombay. 
There has now been a great improvement in the United 
Provinces, where the no-rent campaign appears to have 
been scotched. Attempts may be made to revive it in 
the slack agricultural months of May and June, but there 
is little prospect of success. 

In the Punjab the civil disobedience movement is well 
under control, but there has been considerable communal ten- 
sion due to the Mahomedan’s uncertainty about the North 
West Frontier Province and Kashmir, and their special 
claims as regards the new constitution. The more extreme 
Sikhs also— the Akalis — ^are inclined to throw in their lot 
with the Congress. The grievances, however, of the 
Mahomedan subjects of Kashmir are being redressed. Action 
is being taken on the report of the committee appointed by 
the Maharajah to enquire into them, and the Kashmir Reform 
Conference is likely to recommend substantial representa^ 
tion of Mahomedans in a State Assembly. 

The outstanding event in the North West Frontier Pro- 
vince has been the inauguration of the province as a gover- 
nor’s province instead of, as hitherto, a local administration 
directly under the Foreign Department of the Goveimnent 
S8o 
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liici^ eonlibMe^ in India is the pdl^eal lii^ 

me^ttofehahle to i«|»d diange than on idie «iid« 

tndden dro|> from set fair to stormy, or eqta^ n’ahddtili 
lise in the opposite direction is not an uncommon festtite. 
Hiem is thus need for constant vigilance, and pio{dieii^ 
is idle, but there is a widespread expectation that the pM|ihi 
of the province will be gratified and Moslem feeling M 
India as a whole considerably relieved by this prompt carry* 
ing into practice of the recommendations of the Round 
Table Coherence — the more so as the new constitution is 
only a brief novitiate. This province will also participate 
in any measures of reform which may be extended to other 
governors’ provinces. The situation has had its dangers. 
The elections and the release from prison of a number of 
Red Shirts led to some recrudescence of Red Shirt activity. 
At Charsadda and Mardan voters were intimidated, byal 
people were assaulted, attempts at obstruction took place 
and bands of Red Shirts had on several occasions to be 
dispersed by force. The tribal area too has given ground 
for some uneasiness and there is no doubt that Congress 
and Red Shirt emissaries have been inciting the tribesmen 
to open rebellion : at one time Mohmand intervention 
seemed likely, but wiser counsels prevailed following upon 
aerial demonstrations. At present this particular danger has 
passed and the omens are favourable. The operation of the 
Frontier Crimes Regulation has now been suspended as an 
experimental measure for one year. 

In Bengal the civil disobedience movement proper is 
making no headway — ^and, indeed, is on the down grade. 
But it is impossible to speak with such hopefulness about 
terrorism — the special feature of this province. The das- 
tardly attempt on the life of Sir Stanley Jackson at the Con- 
vocation of the Calcutta University aroused widespread 
indignation, and the terrorist movement has been con- 
demned in unequivocal terms both in the Legislative 
Assembly and the Bengal Council. But acts of terrorism 
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onMnaw. Tbe fmaatk ^ ertendiog to the sdwdht Wtl 
t]i» oatnget planned bjr the revolatioiiaij par^ are not 
confined to Bengal Among recent crimes w^h appear to 
be attribnteble to revolutionary inspiration may be men* 
ttooed the mnrder of a sub-inspector of police in Bihar and 
Orissa, a post office robbery in Calcutta, attempts at train 
robberies, and the murder of a mail sorter on a passenger 
train xtear Allahabad carrying two lakhs of rupees of railway 
money.* The Government of India, with a view to streqg^ 
thening the hands of the Bengal Government, have passed 
an Act supplementing the Bengal Criminal Law Amend- 
ment Act which permits the arrest and detention without 
trial in Bengal of persons suspected of participation in 
revolutionary crime. The supplementary Act provides that 
such persons may be detained in prisons outside the limits oi 
Bengal, and it is hoped that their removal will have a salu- 
tary effect. But terrorism remains the most difficult and 
the most important problem confronting the new Governor, 
Sir John Anderson, and on its successful solution in large 
measure depends the future prosperity of the province. 

It is, then, apparent that, with the exception of the boy- 
cott, which may, perhaps, defeat itself through the natural 
operation of economic laws, the wrecking tactics of Congress 
have been unsuccessful. Yet there is no sign of any readi- 
ness on their part to admit defeat or to resume co-operation 
with the constitutionalists. The reason for this intransi- 
gence would appear to be the belief that their movement is 
merely being driven underground by the policy of Govern- 
ment and that their real strength is not seriously impaired. 
Admittedly the Hindu community as a whole are not hostile 
to their political programme, as distinct from the methods 
they have now adopted. Indeed, his dislike of emergency 
legislation and ordinances, and his failure to see any out- 
ward sign of progress in the reforms, predisposes the Hindu 

• On April 30 Mr. Doughs, the collector at Midnapore, was shot by two 
Bengali youths ; it will be remembered that his pr^ecessor, Mr. Peddle, 
was alto murder^. 
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ttot^MiwMfepra cappart. llw OuigieH argtaiwtiq^ 
bjr no meaas Iwdtea and some of the wealthiest membeft «l 
tte Hindu conununity tuppty generous coatrSnitioas. .. 
Mosudver, the Congress know t^t the ordinances wiU soon 
expire and hope that this will give them a fresh lease ol liie, 
for when they expire a certain amount of political tension is 
inevitable — ^and this will supply an atmosphere favourable to 
the prosecution of their plans. Hiey have accordingly deter- 
mined to hold their next session at the end of this month 
at Delhi as a demonstration of strength, despite the pro- 
hibition of Government and the proclamation of the recep- 
tion committee as an illegal association. There is no intention 
of considering the possibility of resuming co-operation, for 
the acting president of the day has declared the object to be 
once more to proclaim complete independence as the goal 
of Congress, to endorse the resolution relating to civil dis- 
obedience passed at the last meeting of the Working Com- 
mittee, and to reaffirm that Mahatma Gandhi is their sole 
representative and spokesman. Mrs. Naidu, the acting 
president, has been served with a notice not to leave 
Bombay and has been sentenced to a year’s imprisonment 
for disobeying that order. Pandit Madan Mohan Malaviya, 
who has been active in urging Congress to hold this session 
in spite of the Government’s prohibition, and who is the 
acting president elect, has been arrested for defiance of 
orders served upon him, and so have jathas of Congress 
supporters from the Punjab and many local Congress leaders 
in Delhi.* In so far as this advertised defiance of Govern- 
ment orders is aimed at kindling the dying spark of 
enthusiasm for the active prosecution of civil disobedience, 
it seems unlikely to have much success; but if Government 
were to declare the Congress as a whole an illegal association 
(a quite impracticable course) the result would be an 

• An attempt was made to hold the Congress in Delhi, but proved futile, 
as many would-be participants were arrested on their arrival, and all 
demonstrations were broken up by the police. 
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penont wbo are now opposed to its present i netl > n d a 4|r 
are neutral :;i? 

The extent to which political sympathy is given to Con- 
gress is well illustrated by the line taken in the L^alatiie 
Assembly during the spring session by a number of meni- 
bers of the Nationalist and Independent parties. Thongh 
the proceedings of the Assembly were duU, protracted and 
devoid of incident, they afford a fairly accurate index of 
important phases of Indian public opinion. Party dif- 
ferences and intrigues and the bad parliamentary tactics of 
the Opposition enabled the Govenunent, with the help of 
their nominated members, to secure a majority on practically 
all important issues, but this should not obscure the import- 
ance of the views expressed by many Hindu and a few Mos- 
lem members about the treatment of the Congress. Four 
definite points were made — ^and they have also been made 
by individuals and associations outside the legislature — 
namely, (i) that government by ordinance is most unde- 
sirable and at best a temporary expedient, (2) that while 
terrorism deserves the severest condemnation, the present 
policy of repression is inconsistent with the avowed policy 
of progress, (3) that the ordinances being limited in dura- 
tion, the real question is what action will Government take 
on their expiry, and (4) that no discussion on constitutional 
reforms can be satisfactory without the participation of the 
best organised and most united political party in India — 
the Congress — or, in other words, as long as Mahatma 
Gandhi is in jail. The short answer to these points is that 
everyone dislikes ordinances, but when Congress deliberately 
interferes with the freedom of the people, menaces their 
lives and property, and substitutes direct action for consti- 
tutional political activities. Government must adopt what- 
ever measures are necessary to suppress it. The history of 
last year, declared the Leader of the House, was in the main 
a record of patience and forbearance on the part of the 
Government, who did all in their power to secure the 
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andiieff OH^paatioii in framing tlte nevr coasdtntkaf ^ 
Imya. Thmigh Congreu preferred tbe banmt w;i^ of ao^ 
c(H>peratioti, the Government have maintained tiieir 
detomination to carry out the polky laid down by Ifia 
Majesty’s Government for India’s constitutional develop- 
ment. The ending of the present deadlod is thus in 
hands of Congress. 


II. The Reforms 

A n acceptable and early solution of the constitutional 
issue will mark a definite turning point in the political 
struggle. It might detach the right wing of Congress 
and should win over the neutrals and consolidate liberal 
opinion. But there is bound to be an irreconcilable 
remnant, as in Ireland, which will, no doubt, take heart 
from the recent utterances of Mr. de Valera. In the past 
three months, suspicion and distrust have been general 
owing to the delay in the translation of abstract principles 
into concrete realities. The opinion was widely held that 
these interminable discussions are merely a dodge to postr 
pone reforms. After the first flush of enthusiasm for 
federation, the Princes seemed to be repenting of their 
earlier acquiescence. A strong body of opinion amongst 
them was definitely opposed to it — ^and this fact in itself 
aroused speculation as to future constitutional develop- 
ment should the principle of federation be abandoned. 
Many politicians in British India are not enamoured of it, 
for they apprehend that through the constitution of the 
Federal Assembly it will operate injuriously to the interests 
of the provinces. In the Assembly there were two schools of 
thought ; one group believed that the immediate introduc- 
tion of provincial autonomy with responsibility at the 
centre should be conceded, since federation was an ex- 
tremely complicated business, and since there was danger 
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of the indefinite pdotjpliMment of |vovincud antooom^ 
and central responsibfiit^ if thejr were to be oontingbaC 
on the prior determination of the details of federatioBi 
On the other hand, the demand was made that the Govem^ 
mcnt should indicate what line they would take if the 
principle of federation were shelved — would they go back 
to the Simon Report, with the modifications suggested by 
the Government of India in their despatch on that report ? 
TTie position was further complicated by the attitude of 
the Moslems, who have been in sullen mood. An analysis 
of their feeling seems to show that a very small section 
supports Congress ; that a second and more powerful 
section, equally distrustful of the Congress and of the 
British, is in favour of direct action, and that the third 
section, also powerful, with whom Maulana Shaukat Ali 
has definitely thrown in his lot since his return to India, 
desires an Anglo-Moslem alliance. 

The executive committee of the Bihar and Orissa Moslem 
Conference passed a resolution that as the Government had 
not yet accepted the Moslem demands and as the communal 
problem is still unsolved, the All-India Moslem Conference 
about to meet at Lahore should declare a complete boycott 
of the Round Table Conference Committees and draw up 
a programme of direct action for the achievement of 
Moslem demands. Though the better Moslem opinion 
was opposed to this policy, it had considerable support, 
and the Lahore Conference might have precipitated a crisis. 
Fortunately, a decision was postponed, because the British 
Government had just undertaken to decide the co mmunal 
issue. Resolutions were, however, passed declaring that 
if the Government’s decision on the communal question 
was not announced before the end of June, a meeting of the 
executive board should then be held with a view to launching 
a programme of direct action, and that, as the scheme of 
federation propounded by the Round Table Conference 
was likely to involve considerable delay, the immediate and 
simultaneous introduction in all the provinces of British India 
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ol tiK lodbrataq^ acke^ were beh^ exfdiMed and 
oBt* liioo^. itlhe annooncement of His Ma jesty^s Oovemr 
meat, to wkiclt we shall refer shortly, was responsible for 
the more moderate tone of the resolutions, there was no 
deposition to compromise with other comniunitiM. In* 
deed, the Moslem demands put forward at this conference 
go beyond the fourteen points which previously embodied 
their requirements, and the proceedings of the conference 
evoked a vigorous protest from the Hindu members of the 
central legislature, who stand firm for joint electorates. 
They hold the Prime Minister to his declaration in the 
House of Commons in January, 1931, when he condemned 
a communal electorate and all its implications, and they 
recall the fact that the British Government and the Govern- 
ment of India are already bound by minorities guar- 
antees and treaties as members of the League of Nations. 

Amongst the depressed classes a split has now occurred 
on this question of joint or separate electorates. The 
Working Committee of the Depressed Classes Association 
passed resolutions against the group system of voting and 
election, and in favour of joint electorates with reservation 
of seats on a population basis. This resolution appears 
to be due to a pact between Mr. Rajah and the Hindu 
Mahasabha, and it has been approved by the Hindu and 
Sikh members of the central legislature and other Hindu 
leaders. Amongst the depressed classes themselves, feeling 
is strongly divided, many contesting the claim of Mr. Rajah 
to represent them and offering allegiance to Dr. Ambedlar, 
whose insistence on separate electorates is as strong as 
ever. This pact with the Mahasabha means in reality an 
accession of strength to the Hindus, and may have repercus- 
sions on other communities also. 

Thus, what with general suspicion and distrust, com- 
munal bickerings, electoral controversy, Moslem sullenness, 
division amongst the depressed classes. Congress stead- 
fastly non-co-operating and the Princes uncertain about 
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federation, the conatkmional sly was overcast and tiu: 
Otttlook ^x)my. But the clouds arc slowly roBiii^ away, 
and there are welcome signs of better weather. In die fimt 
^lace, the decision of His Majesty’s Government to settle 
the communal question has had an excellent effect. The 
Consultative Committee have before them for examinatioh, 
in addition to this question, a number of problems ranging 
over a very wide field, such as fundamental rights, the 
allocation of functions as federal, central or provincial, 
the division of legislative powers between the centre and . 
the provinces, the composition, strength and procedure 
of the federal legislature, defence, financial safeguards, 
provincial constitutions. On the communal question, 
which was discussed informally, the members reported 
that they could reach no agreement and recommended that 
His Majesty’s Government should be asked to decide it 
as early as possible. His Majesty’s Government have since 
declared that they realise the responsibilities involved in 
this undertaking and will not fail to discharge them. They 
are engaged in a careful examination of the difficult and 
controversial issues involved, and it is their firm intention 
that there shall be no avoidable delay. This announcement 
has been well received. The Hindu, Moslem and Sikh 
protagonists are now engaged in mutual recriminations, each 
determined on no compromise, and it is too much to expect 
that the British Government’s decision will be acceptable 
to all parties concerned. But until that announcement is 
made — and it will be the occasion for another outburst — 
matters must remain in suspense. The creation of a 
governor’s province in the North West Frontier Province 
and the developments in Kashmir have undoubtedly had 
a steadying influence on the Moslem community. 

The situation has been further clarified by the unanimous 
decision of the Chamber of Princes to join an all-India 
federation provided that the Crown will accept responsi- 
bility for securing guarantees on the following points ; 
(i) that necessary safeguards will be embodied in the con- 
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vxda treatie^ [^nacU, or engagements wUl remain invi^te 
and inviolable ; and (3) that the sovereignty and internal 
independence of the States will remain intact and be pre- 
served and folly respected, and that the obligations of the 
Crown to the States will remain unaltered. Np agreement 
has yet been reached on the numerical representation of the 
States in the upper chamber, or even as to the expediency 
of establishing a bicameral federal legislature. These, 
however, are minor points compared with the bigger ques- 
tion of the unanimity that the Chamber has secured. Lord 
Willingdon in his recent address to the Princes made it 
clear that there would be no tampering with their treaty 
rights, that the Crown would continue to discharge its 
obligations to the States ; in short, that paramountcy 
would remain paramount. The Princes’ fears, therefore, 
are largely discounted, provided they in their turn as 
zealously discharge their obligations to the Crown and to 
their own subjects. As a result of this decision, the con- 
stitutional outlook is distinctly brighter. 

Thirdly, much of the spade work of the Committees — 
States, Federal Finance and Franchise, has been completed 
and most of the material necessary for constructing the 
constitutional edifice has been collected. The reports 
of these Committees will, in due course, be submitted to 
the Consultative Committee. That Committee will then 
reassemble in May, and complete its work. The Franchise 
Committee has been faced with an exceptionally difficult 
task in elaborating the frame-work of .future electorates. 
As Lord Lothian has pointed out, if the democratic system 
is to be successful, it must produce a legislature repre- 
sentative of all classes and sections of the people, able to 
maintain a stable executive in office and containing sufficient 
men and women of experience and ability not only to man 
efficiently the various Departments of State but to provide 
an Opposition supplying a competent alternative to the 
Government policy. In a recent speech he foreshadowed 
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repoit oa xlie itiore fnndamenta! issaeit lb 
udia, as a rule, iess importance is attached to inoonspicao^ii 
spade work of this character than to spectacular and often 
platitudinous generalisations. But the fact that concrete 
problems are being tackled in a practical spirit, and that 
th^ must be solved before the constitution can be cast 
mto final shape, is now more generally appreciated, and 
public men are abandoning their earlier suspicions of 
(hlatory tactics. Thus steady progress is being made, 
and the position is more encouraging than seemed possible 
only a few weeks ago. But it cannot be too strongly 
emphasised that the need of the moment is prompt decision 
on outstanding problems and the speedy translation into 
practice of the undertakings that have been given. 


III. The Budget, Ottawa and Other Matters 

N O account of Indian affairs during the period of our 
review would be complete without some brief refer- 
ence to the more important proceedings of the legislature. 
In his budget speech the Finance Member reviewed the 
financial and economic position of the country. Trade 
depression and internal political troubles, of course, had 
seriously affected his calculations, and the deficit was 
greater and the receipts lower than he had anticipated. 
But the budget will be balanced by April, 1933, and the 
present financial year, 1932-33, is estimated to produce 
a surplus of about two crores. The financial situation is, 
in many respects, encouraging. As the Finance Member 
put it : — 

We have in the past year ridden a storm which might well have 
ruined us, but we have emerged from it stronger than before. We 
have overhauled our expenditure and reduced it to a level which 
should leave us a margin of revenue when any economic recovery 
begins, and at least substantially ease the financial problems at the 
start of the new constitution. Difficulties there are which still 
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pablic WHikt dHO^mte ia a commoa efibrt mth Go>renunea^,||i^ 
oonid be dnae lorelf aad moe easily, but we are detenalited 
that it iba& be doae. 

Drastic reductions both in military and civil expendittu^ 
have been effected largely with the assistance of retreffichr 
ment committees of the Assembly, but taxation, especially 
income-tax and customs duty, is now, in the opinion of 
many, at so high a level as to bring in diminishing returns. 
The pay of the public services has been reduced by lo per 
cent, and the high officers of State have voluntarily sur- 
rendered a substantial proportion of their emoluments. 

The railway budget is, of course, distinct from the general 
budget, and lack of space makes it possible only to mention 
the deficit of 947 lakhs, which is anticipated for 1931-32, 
instead of the usual contribution of 5 crores to the govern- 
ment revenue. In the course of the budget debates the 
whole field of the administration was reviewed. One of 
the most interesting demands voted was the subvention of 
one crore to the North West Frontier Province on its 
elevation to the status of a governor’s province, as it has 
never been — and cannot be — self-supporting. Provincial 
patriotism always looms large in India, and it is not, 
therefore, surprising that much interest was shown in the 
proposals for the creation of an Orissa province and the 
separation of Sind from Bombay. The spirit seems in- 
fectious, and demands have now been put forward for the 
establishment of a separate province, of Oudh. On the 
question of the separation of Burma the feeling in the 
Assembly was that the wishes of the people of Burma were 
the main consideration, but difficult financial questions are 
involved. The Finance Member advised, and the House 
accepted his advice, that both sides should approach them 
in a spirit of give-and-take with the object of getting a fair 
deal for the Indian taxpayer. An impartial tribunal 
would adjudge the question and members of the Stand- 
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The very important announcement that the Governihent 
of India would be represented at the Ottawa Confermoe 
gave rise to some suspicion in the Assembly that this was a 
device to commit the Government of India to acceptance 
of the principle of imperial preference, a policy to which 
many Indian politicians are opposed. The main item on 
the agenda of the Conference is, of course, the discussion 
of the policy of trade agreements between the different 
countries of the Empire, and the Government of India have 
been invited in particular to consider whether, having 
regard to the new tariff policy of His Majesty’s Government 
in the United Kingdom, Great Britain and India should 
enter into a tariff agreement embodying a reciprocal pre- 
ferential regime so designed as to benefit the trade of both 
countries. The Assembly was satisfied with an assurance 
that, if the conclusion of a trade agreement is recommended, 
any changes in the tariff which it may involve will be duly 
placed before the legislature for its approval, the Govern- 
ment having no desire to effect any such change unless the 
legislature is satisfied that it is in the interests of India. 

Anpther important announcement related to the position 
of Indians in South Africa, and the results of the recent 
mission from India led by Sir Fazl-i-Husain and Sir Geoffrey 
Corbett. Want of space prohibits any mention of details, 
but the statement has been well received in the Indian 
press and by Mr. C. F. Andrews. The programme of 
legislation was heavy and some contentious measures were 
brought forward, but two only, other than the Bengal 
Supplementary Bill to which we have already alluded, need 
be mentioned — the Sugar Industries Protection Bill and the 
Indian Air Force Bill. The former is important as showing 
the strong feeling of Indian public men in favour of the 
policy of protection. The passage of this Bill drew from all 
quarters of the Assembly well merited tributes to Sir 
George Rainy, the Leader of the House, who sponsored the 
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of the non-ofBcud members, for it seemed to be no more 
than a collection of technical and disciplinary sections. The 
importance oi the measure is, of course, tha^ it creates an 
au* force for India. Indians are not eligible for admission 
to the Royal Air Force and the establishment of th«r own 
air force marks a big step forward in the problem of Indian 
defence and the Indianisation of the Indian military machine. 

India. 

April 15, 1932. 
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OF PROTECTION * 

I. Tariff and Quota 

T he tariff continues to be the outstanding issue of 
British politics. On Februaiy 29 the Import Duties 
Bill became law, in substantially the same form as when it 
was first introduced. One or two changes were made in 
the “ free list,” and it was this part of the Bill which gave 
rise to the most interesting discussions at the committee 
stage. A group of Conservative Members of Parliament 
moved to add lead and zinc to the list, on the ground that 
advantage was likely to be taken of the duty by the combine 
that virtually controls the Empire supply of those metals 
to raise the price against the British consumer ; they were 
pacified, however, by the Chancellor’s assurance that the 
matter would be brought before the tariff advisory com- 
mittee at the earliest possible date. On the other hand, 
44 Conservatives voted against the Government on an 
unofficial and unsuccessful amendment to remove meat 
and bacon from the list. The question of taxes on food 
is one which unites perhaps more firmly than any other the 
Liberal and Labour parties in the present House. Two 
of the largest votes yet recorded against the Government — 
though only 71 and 72 at that — ^were mustered first on an 
amendment in committee to exempt from the 10 per cent, 
duty all foodstuffs for human consumption, and second on 
a motion to omit wheat and meat from the operation of 
an amendment, introduced later as part of the Finance Bill, 
authorising the removal of articles from the free list on 
the recommendation of the Advisory Committee. On this 
issue a number even of the Simon Liberals, who have 
accepted the necessity of protection in some form, voted 
against the Government. 
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llie anihoeiyatioii to differ has been' fdif' exerdst^' (f' 
iiibeinis pledjj^ to general support of thfc present 
Government. In the third reading debate, Mr. Isaac 
Foot, Secretary for Mines, made a furious onslaught on 
the Bill, protesting that it would ** raise the 'cost of living 
to the poorest of our people,” add to the costs of prodiic- 
tion and increase unemployment, and that it looked in the 
wrong direction, that of self-sufiiciency instead of inter- 
national co-operation. By contrast, Mr. Chamberlain, in 
his final speech, declared Ws belief that the historian of this 
period “will applaud and admire the courage and the 
foresight of this country in shaking herself free from her 
past troubles, and in taking up a new career hand in hand 
with the sister countries of the Empire.” In the Pouse 
of Lords, Viscount Snowden uttered a vigorous and com- 
prehensive attack on the measure. 

Is protection (he asked) serving the interests of protected countries 
better than free trade is serving the commercial interests of this 
country f There can be only one answer given to that question by 
hard and ^refutable facts. . . . This Bill will pass. As Mr. Chamber^ 
lain said, arguments will then pass into facts, and that, my Lords, is 
our satisfaction in this our temporary defeat. Facts and experience 
will finally settle this question. Free trade is not dead, There 
are far more free traders in the country than there were thrw 
months ago. 

Whether that is so or not, free traders who voted 
“ National ” in the general election doubt Lord Snowden’s 
powers of political prophecy, for in a broadcast address 
during the election campaign he assured “ anxious 
Liberals ” that there was no danger of general protection. 

The Liberal and Labour press is making a good deal of 
play with the pre-election pledges of members of the 
Government, especially those relating to food duties. 
Partly through the historical tradition of the radical parties, 
partly on more rational grounds, a tax on wheat goes specially 
against the grain for them. Surprise was felt, therefore, 
at the support given by Liberal Ministers, who had differed 
from their colleagues over the Tariff Bill, to the Bill 
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es^vlilisMng * quota for if6me-grown wiieat, yvliidb^ ifai 
immediatelf afterwards ; Sir Herbert Samuel 
baa revealed, however, that their consent had been obti^ed 
befeoe the “agreement to differ” on the broader issue 
was concluded. It is true that the Wheat Act does not 
subject the grain to an ordinary import duty, but it provides 
for a levy on all wheaten flour in order to grant a guaranteed 
price of 45s. a quarter to British growers of wheat ; hence 
it is bound to operate in some sense like a protective tariff. 
The subsidy is only to be given on a limited standard home 
production, and receipts and expenses are to balance, the 
whole scheme being administered by an independent wheat 
commission appointed by the Minister of Agriculture to 
represent the interests concerned. It has been criticised 
on the ground that, while protests are constantly heard 
about the usurpation of judicial and legislative functions 
by irresponsible officials, the fixation and collection of a 
tax has been entrusted to a body which is only remotely 
and indirectly responsible to the electorate. On the basis 
of present prices, the sum which will have to be raised 
annually by the levy is reckoned at roughly £ 6 , 000 , 000 . 
This is considered by opponents of the measure, among 
whom Lord Astor has been one of the most prominent, 
as an extravagant amount to spend upon a bare 4 per cent, 
(by value of output) of our agricultural industry — a section 
of it, moreover, which is indifferently suited to our climate. 
Supporters of the quota, on the other hand, declare that 
wheat cannot be considered by itself, but should be treated 
as a “ key ” crop in a vital rotation. As, however, the 
sugar beet subsidy is to be continued — at least while a 
commission is investigating the case for and against it — 
at an estimated direct cost in 1932-33 of ^^2,400, 000, 
which together with a difference between customs and 
excise duties will probably make the total assistance over 
;£5, 000,000, there can be little doubt that so far the arable 
farmer, especially in the eastern counties, has been par- 
ticularly favoured. 

The Advisory Committee set up under the Import 
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Dii^es Act was ferced to hiiirrj bjr tbe {nwpfctive tXj^ : 
of the Abnoraud lib&pormioDS dutiea,* 'vdiich were impwed 
for aix months only. The Committee's first report was : 
published on April 20, the recommendations being bnmg^ 
into force by Treasury order on the following day. Their 
statutory terms of reference authorised them to propose 
additional duties on goods of any class or description not 
on the free list, which, in their opinion, were “ either 
articles of luxury or articles of a kind which are being 
produced, or are likely within a reasonable time to be 
produced, in the United Kingdom in quantities which are 
substantial in relation to United Kingdom consumption ” ; 
they were further directed to " have regard to the advisability 
in the national interest of restricting imports into the 
United Kingdom and the interests generally of trade and 
industry in the United Kingdom.” The Committee have 
accepted the principle of protection implied in those 
instructions, in recommending a series of additional duties — 
in most cases lo per cent., making 20 per ceiit. in all — on a 
wide range of articles. Their report contains no explana- 
tion of the objects of the duties or the reasons why the 
Committee held them to be necessary ; presumably their 
view was that those matters had already been determined 
in the passage of the Act under which they were appointed. 

“ Parliament,” they write, “ has by the Import Duties Act 
decided to make use of the instrument of a tariff for the 
assistance of British trade and industry, and the recommen- 
dations we submit will enable effective use to be made of 
it forthwith.” The list of articles subject to the additional 
duties includes certain luxury foods ; pottery and glass ; 
furniture and hollow-ware ; iron and steel products such 
as tubes, springs, wire, screws, bolts and nuts ; cutlery, 
electrical goods ; machinery (with the qualification that 
licences maybe issued for the importation, free of additional 
duty, of items of machinery which cannot yet be produced 
economically in Great Britain) ; manufactures of timber, of 
rubber and of non-ferrous metals; textile manufactures 
* See The Round Table, No. 86, March, 1932, p. 347. 
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and clothing (inclading boots) ; soap, dressed leather, 
paper ; cycles, arms and am m unition ; cosmetics and 
jewellery ; toys and games. The iron and steel industry, 
as was expected, has received special consideration. 

We are satisfied (wrote the Q>minittee) that the maintenance of a 
prosperous iron and steel industry in the highest degree of efficiency 
is essential to the economic progress of this country, while from the 
point of view of national security it must still be regarded as vital. 
We accept therefore the preliminary proposition that this industry 
shall be adequately protected, and protected at once. 

As an interim measure, therefore, pending further investi- 
gation, they recommended the imposition of a total import 
duty of 33^ per cent, on spiegeleisen and ferro-manganese 
and on a wide range of iron and steel semi-manufactures, 
including ingots, blooms and billets, sheets, bars, angles, 
forgings, castings, girders, hoops, plates and sheets. 

How far the proportions of our foreign trade may be 
altered by the protective character of the new duties 
cannot, of course, be foreseen. The Economist,* however, 
has analysed the imports of 1930 according to the duties 
to which they would have been subject under the new 
dispensation, as follows : 

Imports in 1930 


Subject to ; — 

From 

Foreign 

Countries 

From 

British 

Countries 

Total 

Free list 

X’ooo 

£000 

£000 

198,328 

136,719 

335,047 

Old revenue duties! 

116,099 

55,663 

171,762 

Old protective duties 

12,040 

1,036 

13,076 

New duties 

409,303 

io 7,485{ 

516,788 

Total 

735,770 

300,903 1 

,036,673 

•(■Including tea. 

{Exempt from duty. 



It will be seen that ^^594,141,000 of the imports, or 57 
per cent., would have been subject to some duty or other. 
If, among the new duties, rates of 20 per cent, or over are 
•April 30, 1932. 
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termed protective, then ^140,535,000 would have come 
within the protective tariff, including nearl7 70 per cent, 
of imported manufactures. The depreciation of the 
pound adds a further, though probably a diminishing, 
measure of protection on all imports from gold standard 
countries. 

In recommending the new duties to the House of 
Commons on May 4, Mr. Chamberlain paid particular 
attention to the question of industrial efficiency. 

We have to bear in mind (he said), in trying to use our duties as 
a means of enabling and encouraging British industry to make itself 
more efficient, that if we are going to try to lay down the conditions 
of efficiency without which we will not grant a tariff, we may be 
withholding from the industry the very condition which is essential 
to give it the chance of reorganising itself. . . . We do not intend 
that a tariff shall be allowed to shelter inefficiency. . . . The 
Committee, no less than the Government, fully realise the danger 
that an industry might, if given sufficient protection, be willing to 
sit down under the shelter of that protection and fail to take the 
steps for reorganisation and re-equipment which perhaps were 
recognised to be necessary. 

The Chancellor went on to say that after the Ottawa 
Conference the Government would be free to discuss 
commercial treaties with foreign countries which might 
involve the lowering of the duties in this country in return 
for corresponding concessions. 

The imposition of the additional duties naturally met 
with a far from unanimous reception. Free trade Members 
of Parliament denounced them as “ a violation of all the 
promises made at the general election.” The Director of 
the National Union of Manufacturers welcomed the duties, 
declaring that “ on the whole they look like a very sound, 
cautious beginning, which will not please everyone but 
which lay the foundation for an all-British national tariff.” 
There were, of course, numbers of complaints, both from 
parliamentary and from industrial quarters, that the duties 
were not high enough. The wool textile manufacturers 
especially lamented that after having a 50 per cent, tariff 
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under the Abnormal Impbrtations Act, thef were being 
fobbed oflF with a mere 20 per cent. ; but a delegation from 
the trade got no satisfaction out of the Committee, who 
explicitly refused to regard the rate of duty imposed under 
the Abnormal Importations Act as a precedent. The 
Advisory Committee is now engaged in considering applica- 
tions from industries and from interested individuals for 
the revision of the duties. It will be instructive to watch 
this method of tariff-making in practice. So far, it appears 
to have caused a certain amount of disappointment. 

Tariff adjustment (said Mr. Baldwin in a speech on July 17, 1931) 
must be taken away from ordinary politics. By this I mean that 
government action must be founded on full and impartial informa- 
tion — information available not only to the Government but to every 
citizen of the country who cares to study it, so that it is not being 
done in secret. 

It is true, indeed, that the Advisory Committee has 
withdrawn the tariff from the sphere of parliamentary 
lobbying (as a group of M.P.’s from the wool textile areas 
found when they were politely referred by the President of 
the Board of Trade to the Committee, and then told in 
effect that they had no locus standi) ; but the “ full and 
impartial information available to every citizen ” has not 
been so much in evidence. The Committee were so much 
pressed for time that they had “ to proceed on the basis of 
the information which has been collected by the Board of 
Trade in recent years, supplemented by such enquiries of 
a general character “ as they had been able to make in the 
time available.” Conservative Members of Parliament have 
been heard to complain that this was a process which 
Parliament could very well perform by itself without de- 
livering one of its most important functions, that of tax- 
raising, into the hands of an irresponsible triumvirate. 

A further important issue was raised in connection with 
the silk industry. The Advisory Committee was debarred 
from recommending a duty on silk or artificial silk because 
these commodities were already subject to the revenue 
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duties, in^Kised by Mr. Churchill. The ChsuKellor of the 
Exchequer, therefore, realising that the lapse of the Ab- 
normal Importations duties, by which the industry had 
benefited, gave it a real grievance, proposed to invite the 
Advisory Committee to submit recommendations for its 
protection, although their conclusions would have to be 
implemented by a Finance Bill and not merely by 
Treasury order; and meanwhile to impose “rough-and- 
ready ” provisional duties, equivalent in most cases to an 
additional lo per cent. The voluntary use of the Advisory 
Committee outside its statutory scope, and the imposition 
of duties pending its recommendations, form a highly 
interesting development. 

II. The Liberal Reaction 

T he new tariff has, of course, roused bitter opposi- 
tion among the Liberals. In the last three months 
there has been an obvious movement of the official Liberal 
party away from the National Government, although 
the party whips still work in with the government organisa- 
tion. The executive committee of the National Liberal 
Federation was particularly vehement. 

Since the election (runs a passage in the committee’s annual 
report) it has become apparent that all the understandings and 
pledges which led millions of Liberals to vote Conservative have gone 
for nothing, in face of the pressure from an overwhelming Conservative 
majority ; and thus, without any definite appeal to the electorate 
on this subject, free trade has been destroyed by a Government which 
the Liberal party helped to establish, and which includes Liberal 
leaders. 

The position of the free trade Ministers in the Cabinet 
has, in fact, been very strongly criticised by their supporters 
in the country. The Liberal press has been almost un- 
animous in demanding their resignation. The executive 
of the London Liberal Federation, representing about 8o 
constituencies, decided as long ago as the middle of March 
that support for the National Government was no 
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Wger possible. Similar expressions of opinion came from 
various other parts of the country, and at the annual con- 
ference of the National Liberal Federation several delega- 
tions demanded the withdrawal of Liberal Ministers from 
the Government ; a more cautious resolution, however, was 
accepted ; the Federation, it ran, 

hopes that it will soon be possible for a re-united Liberal party to 
fight independently for free trade and other Liberal causes without 
entanglement. Meanwhile it declares emphatically the independ- 
ence of the Liberal party as a whole and its freedom from any obliga- 
tion to support the policy of the present Government, 

The Ministers concerned have naturally been at pains 
to defend their position. 

It may be (said Sir Herbert Samuel on April 26) that events may 
occur which would compel us to dissociate ourselves from this 
Administration, but so long as we are substantially of one mind on 
matters relating to India, Ireland, disarmament, reparations, cur- 
rency, and so long as we have freedom to express our opposition by 
speech and vote to the fiscal policy with which we disagree, in our 
view there is no present justification for that course. 

These circumstances powerfully favoured Mr, Lloyd 
George’s “ come-back ” after his illness. On March 16 
he made a speech at the Junior Liberal Club, full of racy 
quips and vigorously denouncing the National Government, 
which he called “ a naked sham — or if not a naked sham a 
sham with the meanest of loin-cloths.” This speech was 
enthusiastically greeted by the Liberal press, and, with his 
other utterances, won for Mr. Lloyd George more popularity 
among the ranks of the Liberals than he has enjoyed, 
probably, since the war, but thenceforward he has kept 
very much in the background and has scarcely ever appeared 
at Westminster. 

III. Labour and the Means Test 

T he attitude of the Labour party on free trade and 
protection has not been quite so unequivocal. The 
Labour members of the Government are now, of course, 
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c®iBq»letdy estranged from their former colleagues in 
Opposition, k is sigmficant that Mr. MacDonald wrote 
recently that “on this matter (protection) the Labour 
movement has been divided for a long time.’* It is open 
knowledge that the late Labour Government toyed for a 
while with the plan of a lo per cent. “ revenue ” tariff. 
TTie Independent Labour party and the left wing generally 
are inclined to regard the whole fiscal issue as a minor 
incident of the decline and fall of capitalism. Less re- 
volutionary leaders, like Mr. Lansbury and Mr. Ernest 
Bevin, have expressed themselves in a similar sense. 

I am not sorry (declared the latter) that the country is trying 
tariffs, because this generation has seen unemployment .grow 
under free trade, and it will find that tariffs cannot cure unemploy- 
ment, with the result that the country will be driven to the alter- 
native of socialism at the next election. 

Nevertheless there is a strong tradition of free trade 
behind the Labour movement, especially in its co-operative 
affiliations, and its organ, the Daily Herald (which now has 
a circulation of over a million and a half) has consistently 
opposed recent protectionist measures. 

Hence a working alliance on the basis of free trade between 
the Liberals and the more moderate sections of the Labour 
party is not out of the question, but the possibility of its 
electoral success is, of course, a matter only for the most 
distant speculation. It is, however, at least clear that there 
are important elements which have not accepted the tariff 
as a fait accompli which it is futile to seek to undo. This 
political uncertainty may be unfortunate for industry, but 
it can hardly be avoided in a country with the history and 
with the economic structure of our own. 

Much of the debate (said Mr. Baldwin in the House of Commons 
on February 9) has run on the difference between the permanent 
and the temporary nature of a tariff. There is no such thing as 
permanence in politics. Whatever one Parliament does it is in the 
power of another Parliament to confirm, to increase, to diminish, 
or to abolish. 


TT2 
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But it is far too early to forecast the future of the fiscal 
controversy in Great Britain. The experience of the 
Dominions suggests that the trade unions may come -to 
support tariffs as a cherished vested interest, and the Labour 
party will certainly continue to rely on the trade unions for 
a large part of its support. 

At present the party and the unions are largely pre- 
occupied with the question of the unemployment benefit 
“ means test.” This was applied, it will be remembered, 
by the first National Government in connection with 
applications for “transitional” benefit {i.e., the dole 
proper, granted for a limited period after the applicant’s 
insurance rights have expired). The administration of the 
test was entrusted to the local Public Assistance Com- 
mittees, and it is the variation between one area and 
another that has given rise to the greater part of the 
complaint. Some of the more glaring discrepancies are 
shown in the following list, which relates to the period 
November 12 to January 23. 



Cases 

Full 

Partial 

No 


deter- 

rates 

rates 

benefit 


mined. 

allowed. 
Per cent. 

allowed. 
Per cent. 

allowed. 
Per cent. 

Great Britain 

1,884,074 

50 

35 

15 

London 

Lancashire (to Febru- 

99,683 

55 

19 

26 

ary 3 ) 

Yorkshire, West Rid- 

89,239 

23 

33 

44 

ing 

Glamorgan (to Febru- 

66,893 

64 

24 

12 

ary 3) 

43,109 

93 

4 

3- 


These figures must be treated with some caution. The 
fact that in Lancashire 44 per cent, of claimants received no 
benefit, whereas in County Glamorgan the ratio was 3 per 
cent., docs not necessarily imply that the administration 
in Lancashire has been harsh and in Glamorgan lavish ; 
it may mean — and to some extent it certainly does mean — 
that in the textile areas, where short-time has to a large 
604 



Labour and the Means Teat 

extent taken the place of continuous unemployment and 
where it is customary for wives and daughters to go to work, 
the family income is enough to go round far more often than 
in the Welsh coal villages, where there are neither jobs for 
women nor chances of alternative employment for the men, 
numbers of whom have not had more than a few weeks’ 
work in the past five or six years. Nevertheless there is 
undoubtedly a great deal of variation between one locality 
and another in the way in which the law is administered, 
and the Ministry of Labour persuaded the Glamorgan 
Public Assistance Q>mmittee to withdraw their over- 
indulgent rules. There seems to be a case — as even the 
Morning Post writes — for the Ministry of Labour 
(rather than the Ministry of Health, which supervises the 
poor law) to be given charge of the administration and 
to draw up a plan of allowances, settling what means 
shall be taken into consideration and what shall be ignored. 
It has also been suggested that the problem should be 
attacked from the other end, to wit, that the administration 
of the poor law, which was transferred five years ago from 
local boards of guardians to county councils, should be still 
further centralised. 

There remains the question of what resources should be 
taken into account in assessing a man’s qualification for 
benefit. There are three groups of beneficiaries who could 
protest undue hardship ; namely, those who, having 
contributed higher trade union fees than their fellows, find 
that their unemployment pay from the union is taken into 
account in considering their claim to benefit ; those who 
are forced to dispose of capital, such as savings bank balances 
or their own houses, while their thriftless neighbours receive 
the full allowance ; and those whose benefit is reduced on 
account of disability pensions. On all these points, it 
appears from the debate in the House recently, a more 
generous policy would probably be supported by members 
of all parties. There will, however, always be anomalies 
in one direction or another. A family means test, while it 
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certainly cuts down the cost of a very eaepensive service 
and confines to the needy the grant of public moneys, is 
bound in some measure to penalise the thrifty and to make 
unemployed Lears profit rather by the Gonerils who forsake 
them than by the Cordelias who assist in their support. 

The operation of the means test and of the anomalies 
regulations has naturally affected the live register of 
unemployment, since some of those deprived of benefit 
have ceased to register. The Ministry of Labour reckons 
that on this account 157,000 persons (over half of them 
married women) fell off the register, without obtaining 
employment, between October and March. Including 

14.000 who fell off for other reasons, the unemployment 
figure of 2,567,000 on March 21 would thus be raised to 

2.738.000 in order to make it comparable with the figure 
of 2,580,000 recorded a year beforehand.* Some attempt 
has been made by Labour spokesmen to associate the 
number of those deprived of unemployment pay with the 
increase of 154,000 that took place, during the year ended 
March 31 last, in the number of persons in receipt of poor 
law relief. But unless the means test were being very 
ineptly administered there could not be any substantial 
connection between the two. Labour policy appears to 
have hardened somewhat on the means test. For a while 
the party leaders were inclined to accept a test as necessary 
in principle, while denouncing its present administration, 
but in the debate in the House of Commons on the Bill to 
extend the power to make “ transitional ” payments for 
another year, Mr. Lawson, who was one of the protagonfsts 
on the Labour side, openly declared that 

As far as we are concerned, we are for ending the means test, root 
and branch, without equivocation or qualification, 

and he has not since been repudiated by the leaders of his 

• The crude unemployment figure on April 25 was 2,652,000 ; if we 
add 171,000 for those who had ceased to register though not in employ- 
ment, the total becomes 2,823,000, which is 303,000 more than the num- 
ber registered on April 27, 1931. Most of the increase in the month of 
April was incurred in the coal-mining industry. 
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party. Moreover, the Trades Unioa Gmgress General 
Cooncil, which has always been opposed to any means test, 
has submitted to the Royal Commission on Unemployment 
Insurance a plan for abolishing the test and for raising the 
necessary funds by a levy on all incomes. 


IV, The Budget 

H OW men of public standing can contemplate a further 
increase of the tax on incomes at this time it is very 
difficult to understand. Last year the income tax payer 
was first made to pay five quarters’ tax in twelve months ; 
then he had the standard rate of tax raised from 4s. 6d. to 
5s. in the and finally he was asked, as a matter of patriot- 
ism, to pay with exceptional punctuality and readiness the 
three-sixteenths of his income which thus became p'ayable 
to the Treasury on January l. That he responded mag- 
nificently is largely responsible for the balancing of the 
1931-32 budget, which closed with a small surplus in spite 
of the fact that £ 10 ^ millions of the old exchange reserve 
account, which had been allowed for in the estimates, were 
not used. Optimistic forecasts had been made as to the 
margin which the Chancellor would have in hand for the 
current year, and while it was apparent that a reduction of 
the standard rate of income tax was out of the question, 
most prophets expected some small relief from taxation. 
The Chancellor’s speech on April 19 was therefore highly 
disappointing, since the only proposal involving a reduction 
of taxation was an adjustment of the sugar duties designed 
to increase the colonial preference and to continue as a 
difference between customs and excise the expiring portions 
of the present subsidy on home-grown sugar. The one 
major change in taxation — apart from the general tariff — 
was in an upward direction, namely, the resurrection of the 
tea duty, which after a life of three centuries had been killed 
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by Mr. Churchill, at the rate of 4d. per pound on foreign 
and 2d. per pound on Empire tea. 

Mr. Chamberlain’s budget for 1932-33 balances, with 
a small surplus, at £766-8 millions, omitting self-balancing 
revenue and expenditure. This total includes £$^'5 
millions for the reduction of debt — barely enough to cover 
the specific sinking funds. The budget has been cast up 
without including either receipts or payments in respect 
of war debts and reparations, which means that, if America 
insists on her legal rights while Germany remains unable 
to pay, we shall be faced with a further budgetary liability 
before the end of the year. The Chancellor has had to 
allow for a reduction of ^38 millions in the yield of income 
tax and surtax, compared with receipts last year, and it is 
obvious that no source of revenue and no substantial 
economy could have been safely discarded. He legitimately 
challenged opponents of the 10 per cent, tariff to show 
him where else he could have found the £27 millions that 
he expected the duties to yield ; he added, besides, another 
million for the Abnormal Importations and Horticultural 
Products duties, and five millions for the additional duties 
recommended by the Advisory Committee. It was not a 
cheerful budget. The British people, grumbling but not 
grudging, had tightened their belts by a rather painful 
hole last September, and now they realised that their vitals 
must remain so contracted for another year at least. The 
denial of a penny a pint off beer, which had been generally 
expected, added particularly to the universal gloom. 

The most remarkable chapter of Mr. Chamberlaiii’s 
financial statement did not concern the budget proper at 
all, but related to the setting up of an “ exchange equalisa- 
tion fund ” for the purpose of strengthening the currency 
and checking undue fluctuations in the exchange value of 
sterling. The Treasury is to have power to borrow (prob- 
ably, said Mr. Runciman, by way of Treasury bills), a 
maximum of ^((150 millions for the fund, which will also 
start with a legacy of ^25 millions from the old exchange 
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reserve. The ^nd will be used for three ends : to make 
good any loss, Op to ,^8 millions, incurred by the Bank 
of England in connection with its foreign credits of last 
summer; to enable the accounts of the Bank’s issue 
department to balance despite the valuation of the foreign 
exchange held against notes at market prices while the 
gold is still entered at the old par ; and to prevent what 
the Financial Secretary to the Treasury described as 
“ sudden and unmanageable lurches from one side to the 
other ” in the exchange value of sterling, by means of the 
purchase or sale of gold or foreign exchange — “ the inter- 
national book-making business,” Mr. Maxton called it. 
The account will be managed by the Bank of England 
under the authority of the Treasury. 

The Government steadfastly refused to be drawn as to 
their ultimate monetary policy. 

When you consider (said Mr. Chamberlain) the economic dis- 
turbances which are still occurring in the world, and of which we 
have probably not even now felt the worst, it is perfectly useless 
to pretend that we can hold our exchange position exactly as we 
please, independent of anything which is going on around us . . . 
We do not know what is going to be the future of gold prices. We 
do not know what settlement will be readied as regards reparations 
and war debts, and other matters, which are now disturbing the 
world. These uncertainties rule out any possibility of our being 
able to return to gold immediately. We do not know when or in 
what circumstances we may return to gold, or at what level. 

Now and again in the debate on the proposal to create 
the exchange equalisation fund the voice of financial 
orthodoxy was heard, but the plan found support in all 
quarters of the House chiefly on the ground that it would 
enable the Bank of England to pursue an easy credit 
policy for the benefit of home industry without having to 
subordinate its actions to exchange influences. Criticism 
was directed mainly against the secrecy in which the 
management of the fund is apparently to be wrapped. 

To come to this House (said Mr. Boothby) and ask for a loan 
of ,^150,000,000 and to refuse to give any information whatsoever 
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abont the state of the account of which this loan is to be the basis 
is asking us to bite off rather more than we can be expected to 
chew. 

Nevertheless, pleading that publicity would be a boon 
to the speculators whom they sought to confound, 
the Government insisted on asking, and their majority 
obediently chewed. 

Partly on account of the more than punctual payment 
of the Bank of England and Treasury credits that were 
raised in defence of the pound last August, confidence in 
the British financial position (or at any rate speculative 
bullishness) so far increased that sterling rose from 
$3.40 at the beginning of the year to $3.82 on March 29. 
This appreciation, which was due rather to the inflow of 
short-term funds than to any fundamental change in our 
balance of overseas trade, caused some perturbation among 
industrialists and traders, who naturally favour a low rate 
of exchange. The announcement that an exchange equali- 
sation fund was to be set up was taken by speculators as 
indicating that the Government had bowed to those 
influences, and the immediate reaction was a fall in the 
exchange rate to $3,624 on April 26. The future progress 
of sterling cannot be foreseen. It depends, of course, on 
the Government’s monetary policy and on the effect of 
import restrictions on the balance of trade, but still more 
on the development of world economic and political 
conditions. 


V. Bye-Elections 

T here have been a number of bye-elections recently, 
all save one of which have left the numerical consti- 
tution of the House unchanged, although the enormous 
Government majorities at the general election have not 
been repeated. The exception was at Wakefield, where 
Mr. Greenwood, formerly Minister of Health, changed a 
Conservative majority of 4,000 into a small majority for 
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Laboor. Hie result, wbich was not surprising in view of 
the fact that pulling took place a couple of days after Mr. 
Chamberlain’s unattractive budget was opened, con- 
siderably strengthens the Opposition front bench, on 
which Lansbury, Sir Stafford Cripps and Major Attlee 
have had to shoulder an excessive burden of work. At an 
earlier bye-election in Dumbartonshire, Mr. Tom Johnston, 
the former Lord Privy Seal, failed by 3,000 votes to reverse 
the majority of over 12,000 obtained by a Conservative at 
the general election. During this bye-election campaign 
considerable heat was engendered by the impromptu state- 
ment of Sir Archibald Sinclair, one of the free-trade Liberal 
members of the Cabinet, that he would rather vote for the 
Conservative candidate, who was a protectionist, than for 
Mr. Johnston, who stood on a free trade platform, because 
the former was the only candidate pledged to support the 
Government. In this, according to the Manchester Guar- 
dian, “ he showed a quite inadequate appreciation of the 
feeling of Liberals, not only in Dumbartonshire but all 
over the country.” 
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I. The Session 

T he second session of the seventeenth Federal Parlia- 
ment, which opened on February 6, has now been in 
progress more than two months, and it has a comparatively 
meagre record of accomplishment to show for its labours. 
There had been no material change in the standing of 
parties since the end of the previous session, as the Govern- 
ment had found compensation for the loss of a seat at East 
Hamilton in Ontario to Labour by the capture of the 
Three Rivers-St. Maurice division in Quebec from the 
Liberals. Moreover, in March they secured another gain 
at the expense of the Liberals by winning the Athabasca 
division of Alberta, but the glory of this unexpected triumph 
was qualified by the fact that it was won in a four-cornered 
contest in which the victorious Conservative candidate 
polled only 35 per cent, of the total votes cast ; indeed the 
most notable feature of this by-election was the exploit of 
the nominee of an organisation called The Farmers’ Equity 
League, who ran on a frankly communist platform, in 
polling over 2,500 votes in a purely rural constituency. 
The Bennett Ministry, therefore, was still in possession of 
a commanding majority in the House of Commons when 
the session opened, and thank to the operations of mortality 
it had acquired a slight numerical superiority in the Senate. 
There had also been during the recess a modified reorganisa- 
tion of the Cabinet, by which the Prime Minister gave up 
the Department of Finance to Mr. E. N. Rhodes, formerly 
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Minister of Fisheries; Mr. Dursmleau, Minister of 
Marine, assumed charge of the Fisheries Department; 
and Mr. Gordon, the Minister of Immigration, took over 
the Department of Labour from Senator Robertson after 
the latter’s resignation on account of ill-health. 

The Speech from the Throne forecast a very modest 
programme of legislation, consisting chiefly of Bills designed 
to improve existing Statutes, and few of these measures 
were of a controversial character. Consequently, during 
the first week of the session, a great deal of time was quite 
unprofitably occupied in academic debates on resolutions 
sponsored by private members, in which pet panaceas for 
the country’s troubles were unfolded, or special grievances 
made the theme of protest and lamentation. The Liberals 
did not develop any sign of the militant and aggressive 
spirit which their press propagandists had predicted until 
the Government, early in March, introduced a Bill seeking 
an extension for two months of its powers under the 
Unemployment and Farm Relief Act, which had had 
February i fixed as its time limit. To this proposal 
Mr. Mackenzie King and his followers embarked upon a 
campaign of resolute opposition ; they contended that it 
was superfluous for the Government, when Parliament was 
in session, to seek an extension of the arbitrary powers 
conferred by this Act ; that last year the Government, in 
order to overcome Liberal hostility to its demand for a 
blank cheque, had deliberately agreed to limit the operation 
of the Act to February l, 1932 ; and that the proper course 
for the Ministry was to estimate the sums required for 
unemployment relief and include them in a special vote 
the passage of which would be immediately facilitated. 
Liberal orators waxed vehement upon the outrage which 
was being perpetrated upon the principle of parliamentary 
control of finance, they discerned in the measure convincing 
evidence of the Mussolinian proclivities of Mr. Bennett, 
and they professed to be battling against a sinister scheme 
for the virtual establishment of a dictatorship. They 
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also sought to adduce pr<w£ that the administratbn of the 
Government’s relief programme of public works had been 
serbusly mismanaged and not untainted by graft and 
scandals. The defence of the Government was that it 
had used its arbitrary powers with discretion and to the 
profit of the country, that the charges about mismanage- 
ment and scandals were unfounded, and that an emergency 
situation still existed, demanding a wide latitude of 
authority for the Cabinet to meet special contingencies, 
However, the Liberals remained unconvinced by minis- 
terial arguments and adopted tactics of deliberate obstruc- 
tion, with the result that the Government was compelled 
to resort twice to the closure, which is very rarely applied 
at Ottawa, in order to secure the passage of its Bill. But 
when it became law it had only a month to operate, and 
since there is no prospect of the unemployment situation 
undergoing any substantial improvement during the 
summer, Parliament, as Mr. Bennett has intimated, will 
have to consider further plans for coping with it before the 
session ends. Already such plans have been the subject 
of a conference at Ottawa in which Federal Ministers and 
representatives of all the nine provincial administrations 
participated. At this meetmg no final decision about 
future policy was reached, but the Federal Ministers, after 
making a frank statement about the position of the federal 
finances, definitely intimated that they could not continue 
co-operation with the provinces and municipalities in a 
further programme of special public works for unemploy- 
ment relief, but had decided to reserve their resources fpr 
a direct dole. Experience of the past two years has revealed 
that special public works are a very expensive method of 
coping with unemployment ; the Financial Post of Toronto 
was responsible for the estimate that for every day’s 
labour thus provided $io had been added to the debt of 
some public authority, and it is notorious that the financial 
burden entailed by these special public works has strained 
the credit of several provinces and numerous municipalities 
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dnioat to breaking point. Coouaeating on the results 
of this conference the Manitoba Free Press wrote: 
“ According to its decision Canada will definitely fall back 
on the dole in spite of all that has been said against it,” 
and declared that its adoption was a confession of a com- 
plete abandonment of all hope of carrying out the pro- 
gramme which Mr. Bennett had advanced at the last 
general election. 

It is highly doubtful whether the Liberal declarations 
about the rights of Parliament excited much sympathetic 
response from the public, which is more interested in the 
efficacy of the Government’s measures than the con- 
stitutionality of its methods ; but what the Liberals did 
accomplish by consuming three weeks of Parliament’s time 
was to upset the schedule of the Government’s plans and 
prevent the production of the budget until after the brief 
Easter recess. For his maiden budget speech Mr. Rhodes 
had a very cheerless task, but he courageously followed his 
predecessor’s example in giving a frank and comprehensive 
outline of the national balance sheet. Shrinking revenues 
and heavy extraordinary expenditures had left all the fore- 
casted estimates of the previous budget far astray, and 
with revenues placed at 334^ million dollars, and the 
aggregate of ordinary, capital and special expenditures 
at 454J millions, he had to admit for the fiscal year 1931-32 
a deficit of 119} million dollars. To this the special 
expenditures had made a large contribution, as the Federal 
Government’s share of the cost of unemployment relief 
had absorbed 38J million dollars, and the wheat bonus had 
taken ii millions. Moreover Mr. Rhodes had to accen- 
tuate the sadness of his budget tale by an admission that 
the drain of the Canadian National Railway system upon 
the Federal Treasury during the last fiscal year had reached 
the grim total of 109 million dollars, of which the operating 
deficit alone was responsible for some 60 millions, and 
capital expenditures and other items for the balance. So 
the sum of the matter was that the aggregate revenues of 
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the Federal Governmeat fell short of expenditure by 
roughly i8o million dollars, and since the gap had had to 
be bridged by borrowing, there had been an addition of 
roughly this amount to the national debt, Mr. Rhodes 
also disclosed in his speech that the Federal Treasury 
had found it necessary to advance some 22 million dollars 
to different provincial governments, partly to avert default 
on obligations maturing in New York and partly to finance 
their share of the unemployment relief programme. How- 
ever, he claimed that the Government was entitled to credit 
for a satisfactory handling of the national finances under 
very difficult conditions, and that the measures taken to 
deal with the embarrassing situation created by the depre- 
ciation of the Canadian dollar in New York had succeeded 
in their dual object of enabling Canada to meet her foreign 
obligations according to the terms of the contracts and of 
maintaining an ample reservoir of credit for the needs of 
Canadian business. 

For the fiscal year 1932-33, Mr. Rhodes showed that a 
rigorous application of the pruning hook of economy still 
left ordinary expenditure at an estimated figure of 369 mil- 
lion dollars, and that, unless there was marked revival in 
trade, the existing basis of taxation would not yield more 
than 319 million dollars. So he submitted proposals for 
new taxation which is estimated to produce an additional 
55 million dollars. The main additional imposts take the 
form of an increase in the personal and corporation income 
taxes, and a sharp increase of the sales tax from 4 to 6 per 
cent., while the special excise duty on imports is also raised 
from I to 3 per cent. In addition, a variety of what arc 
styled “ nuisance taxes,” on cheques, telegrams, cables, 
sleeping and parlour car tickets, etc., are either imposed or 
increased. So, if the taxation estimates are realised, the 
Government will have a surplus of some $4,300,000 over 
the needs of ordinary expenditure, but as this surplus will 
be more than wiped out by capital expenditure, and as the 
sums required for unemployment relief and the Canadian 
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National Railways are just as li^ly to be larger as smaller 
than they were in 1931-32, obviously there looms ahead 
another substantial deficit which will have to be made good 
oy borrowing. In the budget, however, only one minor 
tariff change was included, and Mr. Rhodes explained that 
the Government had decided, in view of the approaching 
Conference, to leave the British preference untouched and 
that this decision precluded any adjustment of the general 
tariff. 

When the budget debate opened, the Liberal line of 
attack was immediately developed by Colonel Ralston, who 
has now become the Opposition’s chief financial critic, in 
a very able and effective speech. His criticism of the 
financial proposals of the budget was mainly directed 
against the leniency shown to the richer classes in the 
readjustment of income tax rates, and against the pro- 
tectionist aspect of the increase in the excise tax on im- 
ports ; but he also accused the Government of general 
mismanagement of the national finances, charging them 
with lack of courage to impose the heavy taxation required 
to make good the deficit created by their follies and errors, 
and to secure a true balance for the budget of 1932-33. 
He reserved, however, his chief fire for the fiscal policy 
of the Government, whose excesses in high protectionism 
were, in his view, largely responsible for the country’s 
financial and other difficulties. Quoting freely from 
statistics, he argued that not only had the policy of higher 
tariffs, sponsored by the Bennett Ministry, depressed the 
position of the great natural industries by producing re- 
prisals from other countries which had found their markets 
impaired, and maintained an unjust disparity between the 
prices of manufactured goods and farm products, but 
it had also signally failed in its avowed main objective, 
the increase of industrial employment ; he pointed out 
that even in industries like textile manufactures, which had 
been the chief beneficiaries of tariff largess, employment was 
substantially less than it was two years ago. With regard 
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to Imperial trade co-operation, he contrasted the practical 
aeal erf the Liberal party in this sphere, as evidenced by 
Mr. Dunning’s budget of 1930, with the attitude adopted 
by Mr. Bennett at the last Imperial Conference, and, 
depicting the Government as obsessed by the doctrine 
of a selfish economic nationalism, and as disposed to 
obstruct measures for the stimulation of inter-imperial 
trade, he alleged that they had missed a great opportunity 
in their budget when they had failed to include in it sub- 
stantial concessions for British imports by way of recipro- 
city for Great Britain’s exemption of Canadian goods from 
the operation of her tariff. He also criticised severely the 
system of tariff administration now followed at Ottawa, 
and declared that the practice of changing duties by 
Orders-in-Council and by arbitrary valuations had made 
the customs schedules a mere formality and ruined 
Canada’s import trade. At the close of his speech. Colonel 
Ralston moved an amendment which was in effect a 
denunciation of the Government’s fiscal policy and a 
demand for its immediate reversal. , 

The Government’s reply to this indictment was entrusted 
to Mr. Stevens, the Minister of Trade and Commerce, 
who argued with some justice that Colonel Ralston had 
made no allowance for the extraordinary difficulties im- 
posed on the Government by general world conditions, 
and that there was no satisfactory alternative to many of 
the policies which it had adopted. In a reasoned defence 
of the budget and the Government’s tariff policy, he 
claimed that the enaction of higher tariffs, so far from 
decreasing employment, had saved the country from an 
industrial debacle, and he particularly sought to defend 
the Government’s action in levying special duties to 
counterbalance the effects of the depreciation of sterling. 
In a brief reference to the Imperial Conference he asserted 
that the Government and its officials were working at a 
variety of problems connected with it, and protested that 
it was grossly unfair of the Opposition to disseminate the 
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idea that the Ministry was obstructive or even in<li|Eereat 
to projects of imperial trade co-operation. For some time 
past Mr. Stevens has been a zealous protagonist of monetary 
reform and has even lent his advocacy to the cause of the 
remonetisation of silver. In his speech he discussed at 
considerable length the problems involved in the currency 
question and the debt situation, foreign and domestic ; 
indeed he indicated that he regarded the evolution of some 
international or imperial plan for raising the price level 
by monetary organisation as the paramount need of the 
day, and since earlier in the session he had fortified himself 
with the authority of a resolution of Parliament that this 
problem should be raised at the Conference, it is obvious 
that if he can have his way it vwll be an important theme 
in the Conference’s deliberations. 

During the subsequent debate, the spokesmen of the 
Progressive party showed that they shared Mr. Stevens’s 
views about the importance of the debt and currency 
problems, and were disposed to regard the tariff as a 
minor issue. Mr, Woodsworth, the leader of the Labour 
group, after a general arraignment of the whole capitalist 
system, exhorted the Government to mobilise the unem- 
ployed as an army of reconstruction which would devote 
its energies to building roads, clearing slum areas, preparing 
land for settlement and kindred tasks. The budget debate 
is not expected to be a prolonged affair, and as the legislative 
programme is well advanced the way should be open for 
prorogation by the middle of May, which will leave the 
Government two clear months for preparation for the 
Conference. Legislation, split into three Bills, which the 
Government introduced in the Senate, designed to cure 
certain vital defects in the existing federal insurance law 
exposed by a recent decision of the Privy Council, has 
produced a sharp controversy with the provincial govern- 
ments of Ontario and Quebec, which contend that the 


Bennett Ministry is precluded from exen ' 
diction over insurance by reason of this 
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the terms of the constitution. The session has also wit- 
nessed a veritable epidemic of special committees which 
have been charged with the investigation of such varied 
subjects as radio-broadcasting policy, the activities of the 
Civil Service Commission, gasoline prices and, infandum 
renovare dolorem, the position of the three Liberal Senators 
who were involved in the Beauharnois affair. 

At the end of the long parliamentary squabble on the 
unemployment Bill, the Conservative Ottawa Journal was 
moved to violent protest about the performances of Parlia- 
ment, and an editorial entitled “The Holy Show of 
Parliament ” began with these words : 

Parliament’s capacity for folly and futility amounts to a national 
scandal. In two months it has done little but male a holy show 
of itself, has exhibited such a pathetic sterility of common sense as 
to make the average Canadian or any believer in representative 
government blush in humiliation. 

This sweeping condemnation may be too severe, but the 
general verdict of impartial observers is that the present 
session has so far been one of the dullest on record. Yet 
if its proceedings have been characterised by an atmosphere 
of unreality and futility, there is an underlying cause. 
The' truth is that there are now in process of maturing 
three greater issues in the country’s future ; one is the 
country’s trade policy which is involved in the results of 
the Imperial Economic Conference, a second is the St. 
Lawrence deep waterway, and a third is the railway problem, 
and between them they promise to shape the course- of 
Canadian politics in the coming years and to determine 
the fortunes and fate of parties. Meanwhile the politicians 
of all parties are simply marking time until these issues 
emerge in concrete form and plans and policies have been 
formulated in connection with them. 
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II. The Prairie Provinces 

T he West is girding itself for the crop year of 1932 
with mixed feelings. The relief from the stress of 
Tvinter and the advent of spring tend almost automatically 
to induce a spirit of optimism. The West is so much in 
the hands of nature that at each seed-time it seems as if 
anything is possible if only nature will be kind . Moreover, 
after three years of severe drought affecting large sections 
of the most productive of the wheat lands, it seems as if 
the law of averages is all in favour of a wet year, and a 
study of the history of the climatic cycle, carried back 
nearly two centuries through studies of tree growth, 
encourages this hope. 

Those who are less optimistic point out that actual con- 
ditions at the moment are not uniformly good. In the 
northern part of the provinces there was a heavy rainfall 
in the autumn and snow during the winter, with the result 
that there is not only abundant surface moisture but also 
the much desired subsoil moisture. In the dry areas of 
last year, which roughly cover the south-east corner of 
Alberta, the southern half of Saskatchewan and the south- 
west corner of Manitoba, there has been sufficient rain 
and snow to make a good seed bed and to germinate the 
seed, and conditions in this respect are much better than 
a year ago, when the ground was so dry that even during 
the winter there were severe dust storms, but there has 
not been sufficient moisture to penetrate the soil very 
deeply or to act as a reserve for the crop in the event of 
inadequate rains later on. Hence in this large and im- 
portant region the “ June rains ” will be awaited with 
even more than the usual anxiety. 

While then the tendency to spring optimism is general, 
there are inevitably local differences of feeling in so large 
an area. It is, for instance, natural that the feeling should, 
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broadly speaking, be better in the north. In the first 
place, the drought has been largely confined to the south. 
Then in the north there is far more mixed farming, less 
dependence on wheat and more capacity on the part of 
the farmers to live off their own land. Even within this 
more favoured area, however, there are differences. In 
Manitoba years of careless farming have allowed a devas- 
tating influx of weeds to grow up in many districts. This 
has reduced agriculture in districts which were formerly 
prosperous to a very low state. Definite efforts are now 
being made to combat this decline by public and private 
agencies but, notwithstanding this, the situation is at 
present far from satisfactory. Manitoba has also, to a 
greater extent than either of the other provinces, an 
unemployment problem in and around Winnipeg, which 
now contains a substantial manufacturing population, and 
Mr. Dafoe, the editor of the Manitoba Free Press, is de- 
manding that plans should be made to deal with the 
situation, which up to the present has been handled in 
rather a haphazard way. But although Saskatchewan has 
no problem of urban unemployment to compare with that 
of Manitoba, her own relief problem, taken as a whole, 
is much more serious. The fact that the immensely fertile 
Regina plain, the most thickly settled part of the whole 
province, has been affected by drought for three years in 
succession has created a most serious state of things. 
This particular district, with its fine farmhouses and 
buildings quite like those of the flourishing farming com- 
munities in eastern Canada, is ordinarily, perhaps, the 
most prosperous in the whole West ; but three years of 
bad crops, culminating in the total failure of last year, have 
produced an unprecedented situation. One is told that 
in Saskatchewan last winter, out of a total population of 
900,000 there were 300,000 people receiving relief. This 
doubtless Includes everyone who has received anything of 
any kind, food, clothes, fuel, seed grain, fodder, etc., but 
it indicates what a problem the people of Saskatchewan 
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hate to deal with. They comfort themselveB with the 
reflection that this southern area, which has suffered most 
acutely, is so extremely fertile that in one good year, as 
it has often demonstrated in the past, it can make up for 
several bad seasons, and meanwhile they are making heroic 
efforts to cut their coat according to their cloth in the 
matter of expenditure. Recently, in order to market an 
issue of bonds, they had to satisfy the bond-houses that 
they would balance, or substantially balance, their budget 
during the current year. Considering that the value of 
their 1931 crop was one-fifth of the value of the 1928 
one, this shows the courageous way in which they are 
grappling with their difficulties. Incidentally they have 
introduced an income tax with the exemption reduced to 
$750, which is lower than the exemption from the Dominion 
income tax, and they have fixed a minimum amount to 
be paid by anyone whose income exceeds the exempted 
amount, even if the tax rate when applied to the taxable 
part of the income would not yield the prescribed minimum. 

In Alberta conditions are better than in either of the 
other provinces, though here too the southern part of the 
province has suffered greatly from drought. Northern 
Alberta, having largely escaped, and being the finest wheat 
raising area in the province, is perhaps the best place in 
which to study the effect of low prices by itself, as distinct 
from that of low prices and drought combined. In spite 
of the devastating drop in price, farmers who are not 
overburdened with debt, as a result either of spending too 
much on the purchase of land or of other extravagances 
during the good years, are still able to carry on. This is 
of course particularly true in cases where they have not 
confined themselves to wheat. Loan companies find that, 
even at present prices, in these favoured districts in 
northern Albeita borrowers can usually pay interest on 
their indebtedness and in exceptional cases are reducing 
the principal as well. There is certainly among these 
northern Alberta farmers a somewhat more hopeful feeling 
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about their ultimate ability to meet their mdebtedn^ 
than there was a year ago. This is due mainly to two 
things : First of all, they have now survived another year 
of low prices and find that they are still carrying on, and, 
second, they have reduced the cost of growing wheat to 
what they would have formerly considered an inconceivably 
low amount. The result is that, whereas a year ago they 
were apt to regard their debts as a burden which was 
altogether unbearable, one which it was hardly worth while 
even to calculate, to-day they are more inclined to believe 
that, given patience on the part of the creditor and a 
reasonable improvement in conditions, they can work their 
way out. 

As this problem of farm debts has steadily grown more 
important in the West, a few figures may be of interest. 
As a result of investigations in twenty average Saskatchewan 
municipalities it was ascertained that roughly 50 per cent, 
of the land was mortgaged and 50 per cent, of it clear of 
mortgages. Following a different line of inquiry, confined 
almost exclusively to mortgaged farms. Farm Outlook, a 
publication sponsored by the Department of Farm Manage- 
ment in the University of Saskatchewan, reports as follows. 
During the years 1930 and 1931 credit statements were 
secured from some 650 farmers. Summaries of the data 
indicate that, out of 497 farms which supplied adequate 
financial information, 89 per cent, were worked by owners 
or part owners and ii per cent, by tenants. Of the 441 
owners or part owners, 8 per cent, were reported to be free 
from debt and the remaining 92 per cent, as having debts 
averaging $4,782 per farm. The existence of debts secured 
by mortgages on real estate and of unpaid accounts due 
under agreements for the purchase of property was reported 
in the case of 81 per cent, of the 441 owners, and entailed 
a sum of $4,341 owing for each farm with this class of 
debt. This amount is of course included in the $4,782 
average mentioned above. Estimates of the farm capital 
of owners visited by representatives of the department at 
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the time show that the average debt was equal to about 
%•}.% per cent, of the whole of the farm capital of the debtor. 
But although recent droughts and low prices have, as 
alreadjr mentioned, made this burden appear in many 
cases intolerable, the fact remains that with one or two 
favourable years, and with prudent administration of their 
resources on the part of the farmers, the whole debt 
situation would be amazingly improved. 

Reference has been made to the reduction of the cost of 
growing wheat. It is dangerous to give figures, but this at 
least can safely be said. Although three years ago farmers 
would have thought that a price of a dollar a bushel for 
wheat meant the end of the world, and although even a 
year ago they felt that a dollar was probably the irreducible 
minimum, to-day the feeling is that 75 cent, wheat would 
enable them to carry on reasonably well. It will thus be 
seen that we are getting down to a cost of production which 
should enable us to reap a great advantage from any sub- 
stantial improvement in the price. 

It is interesting to visit these provinces at the present 
moment. The provincial governments are struggling man- 
fully to solve the problem of balancing their budgets. 
They have made drastic cuts in expenditure and are looking 
in every direction for new sources of income. Corpora- 
tions are naturally regarded as one great source of supply, 
and in particular banks, insurance, loan and trust companies 
are all being asked to contribute substantial additional 
amounts in the way of taxes. As nearly all these corpora- 
tions have their head offices in the East, there has been quite 
a migration westward of head office officials to remind the 
provincial governments that any further difficulties put 
in the way of financial institutions and the security of 
investments may react to the disadvantage of their provinces 
by drying up the sources of money for loans, whether on 
land, crops, live stock, or other things. Having regard to 
the difficulties of the western governments and to the 
pressure that is being put upon them by some of the more 

625 



C&oada 

extreme of their own Flowers, their attitude has been 
characterised by much good sense and a real desire to be 
fair. They have undoubtedly been forced to impose 
certain taxes which contravene sound principles of taxation 
— notably in cases where gross income has been taxed and 
no allowance made for losses — ^but in those cases the le^sla- 
lation has usually been temporary and specifically stated to 
be only for the purpose of meeting emergencies. 

It is natural that, confronted with such a striking 
deterioration in his position, the farmer should grasp at 
the various panaceas that offer quicker relief from his 
difficulties than he can expect to get from the working out 
of economic laws. Debt revision has been much in the air. 
It is interesting to note that, although Alberta has 
suffered less than cither of the other provinces, the demand 
for relief there has been perhaps more insistent than any- 
where else. One is inclined to attribute this to the fact 
that there is a much larger percentage of foreigners there, 
who are apt to be in too much of a hurry, and to seek short 
cuts to their ends. It is a strong point in the situation of 
southern Saskatchewan, the district most seriously affected 
by drought, that the farmers are mainly of Anglo-Saxon 
origin, sound and well-balanced even in their troubles. 
The result of this was evident at a recent sitting of the 
Debt Adjustment Committee of the Saskatchewan Legis- 
lature. In spite of their present troubles the farmers 
showed a spirit of moderation and an appreciation of the 
economic implications of any compulsory adjustment of 
debt. The following paragraphs give the view of the 
Manitoba Free Press on the subject : — 

The debt adjustment must be on a voluntary basis. Compulsory 
adjustment is out of the question. Apart from regard for the 
sanctity of contracts, the credit both of the farming population and 
of the province would certainly suffer if partial repudiation were 
adopted in the form of compulsory scaling down of debts. It 
would do Manitoba no good if it were known that compulsory 
adjustment was even seriously considered. At this particular time, 
with the provincial government about to float a $5,000,000 loan, 
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it wpold ht dtt Imgkt of foify to damage the lepmatioti and credit 
of M^'tobt by deddiag npon andi a poliqr, iavdeing i measme of 
refmiUatioa. Since a ConservatiTe membtf of the Legislature has 
d^red in favour of compulsory adjustment of debts, it mi^t be 
well for the Conservative party to make it clear that it is not in favour 
of such a course. 

It should be possible to meet the situation by the extension of 
the powers of the present Debt Adjustment Board. In the first 
place, the principle of the Industrial Disputes Conciliation Act might 
be adopted and all foreclosures prevented until the cases were dealt 
with by the Adjustment Board. With the claims of the creditors 
and the whole position of the farmer placed before the Board, it 
should be possible to reach a voluntary agreement which would 
ensure the creditors as much as they could get in any case, and leave 
the farmer with a loan that he could carry. 

Meanwhile adjustments as between individual debtors 
and individual creditors are, of course, constantly going on, 
although at the moment the cases in which there has been any 
actual revision of liabilities, as distinct from an extension 
of time, are only a small percentage of the whole number, 
probably substantially less than lo per cent. The basis 
of such adjustments is the capacity of each individual 
debtor to pay, rather than any general scaling down of the 
debts of a class. A different line has been taken by the 
Massey-Harris Company, the great Canadian manufacturer 
of agricultural implements, which made the following 
announcement on April 14 : — 

For weeks past, the officers and directors of Massey-Harris 
Company have been giving continuous thought to working out a 
policy which would be of help to the farmers of Canada who will 
shortly be busy preparing for a new season’s operations. Owing 
to the unprecedented fall in the prices of agricultural products, the 
purchasing power of the farmer has been lessened to such a degree 
as to reduce farm implement purchases to the lowest point in years. 

Our factories are practically idle and workmen who have been 
faithful and loyal employes for years have but little immediate 
prospect for employment and livelihood. 

The information we have received in the last few days indicates 
that over practically the whole of Canada the prospects for favour- 
able seeding conditions are more promising than for several years. 
On the other hand, there are many farmers who are finding the 
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greatest difficulty in provK^ tlimselves with the veiy machiaery 
necessary for carrying on their operations on an economic basts. 

With a view to helping this situation for the farmer, with a view 
to increasing employment for our men, and with a^hope that the 
increased operations that may result will afford some compensation 
to the company for the loss it will sustain, we have decided to 
announce important changes with regard to prices and collection 
of accounts, effective forthwith. These changes are as follows : — 

On all new purchases of implements, whether bought for cash 
or on time, a lo per cent, discount will be allowed, to the extent 
to which payments are made prior to November 30, 1932. 

On all existing obligations of the farmer to the company, whether 
past due, current, or future, a discount of 10 per cent, will be 
allowed, both on principal and interest, to the extent of the pay- 
ments made on such indebtedness prior to November 30, 1932. 

This discount of 10 per cent, is special for the present year and 
applies only to Canada. It is not based upon reductions in cost 
of production, because as yet there has been no reduction. It 
reflects a desire in the present emergency to be of service to our 
customer, the farmer, with whose success our own is so closely 
linked. 

It is hoped that coming at this time, the offer may enable many 
farmers to secure equipment which they much need, and to assist 
and encourage them in the liquidation of their present indebtedness. 
If it accomplishes this, even in a small measure, we shall all feel 
that it has been well worth while. 

Formal announcement by the company, giving the particulars 
in more detail, will be issued to-morrow. 

This offer of the Massey-Harris Company follows upon 
the offer of the Canadian Pacific Railway some time ago 
to reduce payments on land contracts. 

The prairie provinces are naturally intensely interested 
in the approaching Ottawa Conference. Having regard 
to the action of the present Government up to date, they 
are fearful lest the interests of the primary producer in 
Canada should be sacrificed to the interests of the manu- 
facturer. The record of their own members in the House 
of Commons at Ottawa, though their numbers in the 
Conservative party should be sufficient to .make their 
voice tell, is not such as to make their constituents in the 
West feel that they can be relied upon to make a definite 
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stand for what wonld ordinarily be regarded west of the 
Great Lakes as the interests of the West. Thoughtful 
people feel that it is almost too much to expect the Eastern 
manufacturer to accept the view that an increase in the 
prices of basic commodities produced in Canada, which 
would improve his position more quickly and more effect- 
ively than anything else, would tend to follow the sale 
in Canada of larger quantities of British and foreign 
manufactures through the increased purchasing power that 
such sales would bring to the countries making them. 
The Canadian manufacturer may admit the theoretical 
force of this argument, but, with much of the foreign trade 
that he had three years ago gone, the instinct of self- 
preservation prompts him to cling closer than ever to the 
home market. The Western farmer has, of course, argued 
for many years that the prosperity of Canada depends on 
a more liberal admission of foreign manufactures, and he 
naturally feels that his argument, which in good times 
was not conclusive inasmuch as the producer of raw 
materials was getting along fairly well in spite of tariffs, 
has now been proved to be sound beyond all dispute. It 
will make a considerable difference if the farmers are able 
to make their views effective at Ottawa in July. 

Meanwhile spring is here and, as already stated, the 
possibilities of spring in the West seem almost illimitable. 
There is already in anticipation a certain incipient 
quickening in the air of the Western cities. At Winnipeg 
the makers of harness and workmen’s overalls are working 
as they have not done for a long time past. The great 
department stores note some improvement. Here and 
there a business is picking up. The owner of a number 
of lumber yards in different parts of Alberta reports that 
things are better. A country hardware shop shows 
improved results due to trading now on a cash basis only. 
If this proves to be nature’s generous year and the three 
provinces have a large crop, the result would be felt right 
through the East as well as the West. The railways 
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would at once become^^osy— they would benefit £rom the 
wheat haulage whatever the price of wheat. Masufao 
turers in the East would immediately feel the effect of 
the increased consuming power of the West, Even if 
there should be no improvement in prices, a good crop 
should practically sweep away unemployment in the West 
and to a considerable extent in the East also. But if there 
were, in addition, to be a moderate improvement in the 
price, say, from 65 toys or even more, the consequences 

throughout all Canada might be electric, 

Canada. 

April, 1932, 
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M inisters who return to office after a period spent 
in opposition are very much in the position of a family 
coming back, after having had tenants in the house for a 
year or two, to find that the furniture has been put in 
impossible places, that the garden has been stocked with 
quite unwanted species, and perhaps that (as with the 
“ United Australia ” family) the hedges, left uncut, have 
grown rank and uneven. The time is ripe for quick 
decisions and important changes ; everything clamours for 
immediate attention, and all is bustle and excitement. 
The whole family is impatient to have the house in order and 
to be “ settled in.” It is in this kind of strenuous activity 
that the Lyons Ministry at Canberra has spent its first 
three months. The Government has “ got into its stride ” 
very quickly, much more quickly than has been customary 
of late years. It met the new Parliament in the middle of 
February, with the main lines of ministerial policy already 
laid down, and at once brought in two measures which are 
likely to prove historic — the first downward revision of the 
tariff in the history of the Commonwealth and a Bill to 
coerce the defaulting State of New South Wales, which is 
quite without precedent in British countries. 

I. New South Wales versus the Commonwealth 

F rom the very start, Mr. Lang has been an unwilling 
participant in the system of unified loan arrangements 
which was established by the financial agreement of 1927.* 
There was full co-operation during Mr. Bavin’s Premier- 
ship (1927-1930), but when Mr. Lang again became 
Premier it was not long before he found himself completely 
at variance with the other members of the Loan Council 
on matters of financial policy. He propounded in Feb- 

• SeeTHE Round Table, No. 69, December 1927, pp. 181-190, especially 
pp. 183-4. 
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ruajy, 1931, his own scheme for meeting the financial 
embarrassments of the country. 

The first proposal (he said) was that Australia should pay no more 
interest overseas until the British financial interests fund the 
Australian debt on the same terms as America funded the Britith 
debt . . . The second proposal was a reduction of the whole 
(internal) interest burden being borne by Australia, both in govern- 
mental and private finance. 

These proposals were rejected by all the other Australian 
Governments ; in Mr. Lang’s own words, “ they were 
rejected unanimously and emphatically, without argument 
and with horror.” The New South Wales Legislative 
Council refused to pass a reduction of interest Bill, designed 
to give effect to the second of these proposals by fixing a 
maximum rate of interest in New South Wales of 3 per cent. 
In the same month (Match, 1931) Mr. Lang failed to pro- 
vide the Commonwealth with the moneys required to meet 
the interest on certain loans in London and New York. 
By thus defaulting on his obligations under the financial 
agreement, he put the former of his proposals into actual 
operation. The Commonwealth Government resolved 
that it could not allow the financial credit of the whole 
country to suffer for the policy of one State, and itself 
provided funds abroad to make the interest payments. 
This' action was cordially endorsed throughout Australia, 
and was clearly in accord with the spirit of the financial 
agreement. The great advantage claimed for that agree- 
ment was that the overseas lender would be able to look 
to the honour and credit of the whole Australian people, 
and need not be apprehensive of a weak State or an irre- 
sponsible Government. So far, therefore, as New South 
Wales was concerned, a definite attempt had been made to 
put the “ Lang Plan ” into operation. Thanks, however, 
to the Scullin Government and the courts (which saved the 
Legislative Council from destruction), the only material 
result of the attempt was to transfer the burden of certain 
interest payments to the Commonwealth as a whole ; 
which meant that, unless New South Wales could be made 
to pay, the whole of the rest of the Commonwealth would 
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be sabdcUfiuig the defaulter. The Commonwealth in- 
stituted proceedings in the High Court to recover the 
monejs it had paid. The issue between Commonwealth 
and Sutc appeared to be squarely joined. 

In June, 1931, however, the situation was altered by the 
adoption of the Premiers’ Plan.* Reluctantly, in order to 
get money for current expenses, Mr. Lang agreed, along 
with the others, to reduce the adjustable expenditure of his 
government by 20 per cent, and to restrict his budget 
deficit to an agreed figure, in consideration of the conversion 
of internal governmental debts at a reduction of 22^ per 
cent, in the interest payable. The interest reduction was 
not as great as he himself wished, nor did it cover as wide 
a range, but it was at least in the right direction, and he 
claimed it as an instalment of the “ Lang Plan.” Shortly 
afterwards, he admitted liability for the four and a half 
millions which the Commonwealth had paid overseas in 
interest on behalf of New South Wales, and undertook to 
meet all future liabilities of the State as they fell due. If 
not harmony, at least co-operation, seemed to be restored. 
Co-operation, however, proved to be both uneasy and 
shortlived. 

At the end of January, 1932, the Australian Loan Council 
and a Premiers’ Conference met, now, of course, under the 
chairmanship of the new Prime Minister and Treasurer, 
Mr. Lyons. The primary business was to review the 
extent to which the several governments were keeping 
within the financial limits agreed upon in June last. The 
figures submitted were disquieting, for they showed that 
the estimated deficit for the seven governments as a whole, 
for the year ending June 30, 1932, was almost 50 per cent, 
greater than had been contemplated under the Premiers’ 
Plan, in spite of the fact that everywhere, except in New 
South Wales, adjustable expenditure had been reduced by 
at least the covenanted 20 per cent. Only Victoria was 
able to show an estimate that was actually within the limit 
allowed ; the Commonwealth and South Australia expected 
• See The Round Table, No. 84, September 1931, p. 888 ei sej. 
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to keep their deficits down to their fespectiw UtmU; the 
other four States all showed increases of vaiying magnitades 
—increases of do per cent, in New Sooth Wales and in 
Western Australia, of 200 per cent, in Queensland, and of 
180 per cent, in Tasmania. The position may, perhaps, be 
seen best in tabular form. 


(A.) Deficit* 

AS Compared with 

Premiers’ 

Plan. 

Plan 

January 

Percentage 

Government. 

Deficit. 

L 

Estimate. 

L 

Variation. 

Commonwealth . . 

1,150,000 

1,150,000 

— 

New South Wales 

5,910,000 

9,370,000 

plus 60 

Victoria 

1,610,000 

1,550,000 

minus 4 

Queensland 

760,000 

2,320,000 

plus 200 

South Australia . . 

1,500,000 

1,500,000 

— 

Western Australia 

1,200,000 

1,920,000 

plus 60 

Tasmania 

90,000 

250,000 

plus 180 

Totals 

12,220,000 

18,060,000 

plus 50 


(B.) PuRCENTACE REDUCTIONS IN EXPENDITURE. 


Commonwealth . . 

. . 21 

South Australia . . 

.. 29 

New South Wale.s 

• • 15 

Western Australia 

• • 27 

Victoria . . 

.. 28 

Tasmania . . 

20 

Queensland 

21 




In the face of figures like these the talk of reductions in 
taxation with which the meetings of the Loan Council had 
been heralded came abruptly to an end. The budget 
figures showed that even the work of checking the drift has 
not yet been fully accomplished, and illustrated the value 
of the periodical review provided for by the Loan Council. 
There had been a certain, and very natural, tendency to 
regard the Premiers’ Plan as having placed the budgets of 
the Australian governments in a sound and satisfactory 
position. The review of the first half of the year showed 
that they still needed further care and effort. It was 
clear that some States would have to call on the Common- 
wealth Bank for further accommodation irrespective of 
their loan requirements for the remainder of the year. 
Queensland was in the fortunate position of having a cash 
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reserve nfwn T^ch to draw. In the case of Westeni 
AustraEa and Tasmania it was agreed that, inasmnch as 
they had complied with the Premiers’ Plan so far as con- 
cerned reduction of expenditure, the Loan Council should 
request the Commonwealth Bank to make additional 
advances representing half the amounts by which their 
deficits would exceed the deficits provided for in the Plan. 
The governments had in return to undertake to find — 
either by increased taxation or by additional economics — 
the other half of the estimated increase. The whole 
position showed clearly the difficulty of obtaining budgetary 
equilibrium in Australia under present world conditions. 
Taxation had been increased on all sides but revenue was 
falling, and any possibility there may have been of securing 
a reduction of the overseas interest bill had been rendered 
far more remote by the filibustering policy of Mr. Lang. 

Our primary concern, however, is with the relations of 
New South Wales to the rest of Australia. Mr. Lang’s 
budgetary position has already been referred to. The 
figures prepared for the Loan Council showed that New 
South Wales alone had failed to reduce expenditure by the 
amount agreed upon last June and that the estimated 
deficit was 6o per cent, greater than even the huge amount 
provided for in the Premiers’ Plan. Mr. Lang had already 
had additional advances, and the disgruntled treasurers 
learned with apprehension on January 29 that he would be 
unable to meet in full overseas interest payments falling 
due in London and New York between February i and 
February 4, amounting to some ,f958.,ooo. He had, he 
explained, ^^458, 000 in hand, and he asked the Loan 
Council’s sanction for a request to the Commonwealth 
Bank for an additional advance to cover the remaining 
j^5oo,ooo. 

The answer was a unanimous, and not unnatural, “ No.” 
Mr. Lang, it was explained, “ had made no serious attempt 
to honour his obligations under the Premiers’ Plan.” The 
Commonwealth Government announced that it would, 
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therefore, refuse to wpport the giving of any further 
advances to New South Wales. This refusal was on a 
Friday. The next question then was what should be done 
if, on the Monday, Mr. Lang did actually default again. 
After anxious consultation, the Commonwealth Govern- 
ment resolved not to foUow the course taken by Mr. ScuUin 
under similar circumstances in 1931, but to stand on its 
strict legal position under the financial agreement and to 
throw upon Mr. Lang, in the face of Australia and the 
world, the responsibility for a definite act of default in 
meeting overseas obligations. On the Saturday, Mr. Lyons 
accordingly announced (with the rather hesitant approval 
of the Loan Council) that : — 

In the event of a default by New South Wales on Monday, bond- 
holders will have to wait for interest payments until legal action is 
taken or money is made available by New South Wales. No payment 
to cover liability will be made on Monday by the Commonwealth. 

The Commonwealth, he said, regarded itself as a trustee 
for the bondholders and would take immediate steps to 
recover the moneys due from New South Wales. 

This announcement was regarded in some quarters as a 
repudiation of all responsibility by the Commonwealth, 
and the Government’s action was subjected to a good deal 
of criticism. It has since been explained, however, that 
the Government at no time intended to postpone the pay- 
ment for any considerable period, but appeared to think 
that it would be in a better position to take action against 
New South Wales if default by that State had actually 
occurred. On the day following the actual default, -the 
Government explained its position more fully, expressly 
intimating that in the ultimate resort the Commonwealth 
would be responsible for the payment of the interest in 
respect of which New South Wales had defaulted, and 
announcing that immediate steps would be taken to recover 
the amount involved. A week later the Commonwealth 
announced that it had been able to make arrangements to 
pay the amount due at once. 
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The Ownmtmweakh 'Government took, and appears to 
have been justified in taking, the view that the financial 
agreement ^d not make it directly liable to the bondholders 
in respect of pre-agreement loans ; for, although the 
Commonwealth had assumed liability as between the Com- 
monwealth and the States^ this did not amount to a sub- 
stitution of the Commonwealth as the actual debtor. The 
bondholders* only action lay against the defaulting State. 
The financial agreement was not in fact drawn up in con- 
templation of default by any of the parties. Legally 
unassailable though this position was, it was certainly out 
of accord with the whole spirit and purpose of the financial 
agreement. The great advantage of the agreement was, 
as has already been said, that the overseas lender would be 
able to look to the credit of the Commonwealth rather than 
to that of any particular State, The danger of the course 
proposed by the Commonwealth was obviously that the 
credit of the whole country might sink to the level of that 
of the weakest and most irresponsible State. The Com- 
monwealth fully recognised this, and when Parliament met 
a fortnight later, Mr. Lyons brought in a measure “to 
resolve doubts which have arisen as to the liability of the 
Commonwealth to bondholders in certain debts of the 
States taken over by the Commonwealth.” Under the 
terms of this Act the Commonwealth has now assumed 
direct liability to the bondholders. But the Government 
had felt that the interests of Australian credit itself required 
it to take some drastic step such as the one it had taken. 
To begin with, New South Wales has other and heavier 
interest payments to make in the next few months, and the 
Commonwealth felt that so long as it was prepared to 
shoulder automatically the responsibilities of the Govern- 
ment of New South Wales, Mr. Lang would simply go on 
defaulting. Tint would produce a serious enough financial 
position for the Commonwealth Government. It also 
threatened the stability of the whole federal structure. 
The other States would soon find intolerable a relation 
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which bound them all llivnfier for the refusal of New South 
WsIm to honour its obligations. 

The problem remained of dealing with the defaulter. 
Hopes began again to centre upon the possibility that the 
Governor of New South Wales would regard this fresh 
default as warranting him in dismissing Mr. Lang and 
dissolving the Parliament. Sir Harrison Moore suggested 
that the Governor’s reserve power of dismissal might 
properly be exercised when it became clear that the policy 
of a Ministry was contrary to the vnll of the electorate ; 
that the federal elections in December had demonstrated 
conclusively that the electorate of New South Wales 
disapproved of Mr. Lang’s policy ; and that the inter- 
dependence of the units in a federal community afforded an 
additional reason for exercising this power, since the 
unwisdom of one government might (as in this case) 
impose hardship, and even ruin, upon all the rest as well. 
Sir Philip Game, however, made no move. The risks 
involved in intervention by the Governor in a self-governing 
colony are necessarily both great and incalculable, as more 
than one of His Majesty’s representatives has found in 
recent years. If the fallen Premier, by denouncing the 
“ imported ” Governor as unconstitutional and undemocra- 
tic (and in this particular case by raising the cry of “ bond- 
holders or babies ”) could rally sufficient popular support to 
obtain a majority, the situation would be worse than ever. 

The next step, therefore, was to devise some effective 
means of making New South Wales pay. There seemed 
to be no certainty that Mr. Lang would satisfy even a judg- 
ment of the High Court for the amount due, and recourse 
was, therefore, had to the powers of the Commonwealth 
Parliament under Section 105A of the constitution, to 
“ make laws for the carrying out (of the financial agreement) 
by the parties thereto.” The result was the Financial 
Agreement Enforcement Act, 1932 — a unique piece of 
legislation. Ordinary judicial methods of enforcement 
being regarded as inadequate, the object of the Act is to 
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enitble Comnoavrealth to intercept anf sp«dfic»l 
rerenues of the defaulting Sute. The {oocedure is KWptie. 
In case of default the G>mmon'wealth Auditor-General 
may be required to give a certificate showing what moneys 
are due from the defaulting State, and thereupon the Attor- 
ney-General is authorised to apply to the High G)urt for a 
declaration that the amounts set out in the Auditor-General’s 
certificate are due and payable and unpaid by the State to 
the Commonwealth. The Act goes on to vest remarkable 
powers in the Commonwealth Parliament. Since there 
is, in the present state of the law, no adequate means of 
enforcing a judgment against a State, it is enacted that the 
two Houses of Parliament may resolve to apply to the 
defaulting State, in respect of revenues specified in the 
resolutions, the special procedure for enforcement provided 
by the Act. TTiereupon the specified revenue of the 
State is to become payable not to the State authorities, 
but to the Commonwealth Treasurer as from a date to 
be fixed by Commonwealth proclamation, and during the 
currency of such proclamation. It is further provided 
that the Commonwealth may sue for and recover amounts 
which would normally have been paid to the State by tax- 
payers — ^thus protecting the Commonwealth against refusal 
to pay taxes ; that payment to the State shall not operate 
as a discharge, whereas payment to the Commonwealth 
shall so operate ; and that it shall be a criminal offence, 
punishable by fine or imprisonment or both, for the tax- 
payer to make, or for any State Minister or ofiicer to receive 
or permit, payments in contravention of the Act. But 
even this is not all ; the application to the High Court for 
a declaration may be postponed if the Houses are of opinion 
that by reason of urgency the special procedure should be 
applied at once. Under such circumstances the Houses 
may resolve to apply the Act immediately upon receipt 
of the Auditor-Generars certificate. In addition to these 
powers, the Act authorises the Commonwealth to retain 
moneys payable to the defaulting State under the financial 
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agreement, and to deinlnd payment to the Common^wealth 
oi kaj moneys held by banks on behalf of the defaulting 
State. 

The Commonwealth acted by way of the emergency 
procedure, and immediately on receipt of the Auditor- 
General’s certificate the Houses passed a resolution apply- 
ing the Act to New South Wales, in respect of revenue 
not only from what might be called luxury taxes (as on 
racing and betting and entertainments) but from motor 
and income taxation as well. The advantage of adopting this 
procedure is, of course, that If it should become necessary 
to protect the interests of the Commonwealth before a 
decision of the High Court could be given, the Common- 
wealth could issue the proclamation without delay. Other- 
wise it would be politic to wait for a determination by the 
Court. Mr. Lang applied to the High Court for a declara- 
tion that the Act is invalid, and pending the judgment the 
Commonwealth did not issue the proclamation to put the 
“ garnishee ” procedure into operation. The High Court 
has now, by a majority of four justices to two, upheld the 
validity of the Act. Meantime Mr. Lang has repeatedly 
declared that his Government will take any and every step 
to defeat the Commonwealth. He has taken the precaution 
of withdrawing in cash from the Sydney banks the balances 
standing to the credit of his Government. He has threat- 
ened also that if the commercial classes in New South 
Wales, the supporters of Mr. Lyons’ Government, insist 
that these moneys shall be paid to bondholders overseas, 
he will impose special taxes by means of which it may he 
done ; but that he will not allow the burden to fall upon 
“ the people ” of New South Wales. 

It is clear that not only federalism, but constitutional 
government itself is come now to a decisive test in Australia, 
and there are many misgivings as to the outcome. The 
issues between the Commonwealth and New South Wales 
are not merely legal and financial, but political and social 
as well, and it is by no means certain that action which will 
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regolve one issue will resolve the others too. The issues 
iuyolved have not in fact been kept at all clear in the public 
discussions so far. It is perhaps inevitable that, under a 
federal constitution, political thought should take a legal, 
and almost a forensic, direction. But upless care is 
exercised, this necessity for considering always tbe legal 
basis of political action tends to concentrate undue attention 
on the constitutional power to take a course of action con- 
templated, and to relegate to second place consideration 
of its substantial merits and its political wisdom. The 
discussion of the Financial Agreement Enforcement Act 
has been a clear case in point. Much doubt was expressed 
whether the measure was really within the legislative power 
of the Commonwealth Parliament, but, once convinced 
that the measure was constitutionally valid, supporters 
of the Government were very commonly disposed to 
assume it to be desirable, whatever its consequences, unless 
some other effective “short cut” could be suggested. 

A great deal of the discussion of the Act proceeded on 
the assumption that it is an Act to make “ Mr, Lang ” pay ; 
that it is an act of protection against “a political outlaw.” 
This kind of personification is a very common thing in 
politics, both domestic and external, but it is very dangerous. 
The Act is in fact an Act to ensure that the service of over- 
seas loans will be a first charge upon the revenues drawn 
from the taxpayers of New South Wales. This is, of course, 
contrary to the policy of the Government of the State, 
and much of the support of the Act has been based on the 
view that the New South Wales Government has ceased 
to command the support of a majority in the electorate, 
and that eventually it will be decisively rejected at the polls. 
Obviously, however, this expectation would be considerably 
weakened if from any cause Mr. Lang is able to rally fresh 
support during the life of the present Parliament. This 
is what makes so hazardous a venture the policy represented 
by the Financial Agreement Enforcement Act. Default 
indeed must be restrained, and the federal bond would 
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Bcarceljr withstand very long the fa’nd of cttidb that 
Mr. Lang has lately made upon it. Nevertheless, State 
feeling is still very strong in Australia, and even assuming 
that the State taxpayer, conscious of his Commonwealth 
citizenship, obeys withorft question or resentment the law 
of the Commonwealth, the very nature of the enforcement 
proceedings can scarcely fail to strengthen the position of 
the State Government, The Tasmanian Parliament and 
Government have, indeed, already protested against the 
position in which the Act places a State, and Tasmania 
and Victoria intervened along with New South Wales in 
challenging the validity of the Act. Yet it is not to be 
supposed that either Government has the slightest sym- 
pathy with the methods of Mr. Lang. 

It is therefore possible that a State Government deter- 
mined to resist, as the New South Wales Government now 
seems to be, may not only gain a good deal of popular 
sympathy on the constitutional issue but may actually 
make the enforcement of the Act difficult. In the long 
run, it is upon State taxation officers that the Common- 
wealth must rely, and it is upon State police that the 
enforcement of all Commonwealth law depends. The 
Commonwealth has now, by proclamation, put the Act 
into operation with respect to income tax, and the whole 
country awaits the result, not without anxiety. 

II. Imperial Preference 

A t the Ottawa Conference in July, Australia is to be 
represented by the Assistant-Treasurer, Mr. Bruce, 
and the Minister for Trade and Customs, Mr. Gullett. 
Considerable public interest is being shown in the Confer- 
ence, and hopes are being expressed that it will inaugurate 
a new era of prosperity by placing imperial trade relations 
on a new footing. Hitherto, trade preference between 
Australia and Great Britain has been one-sided because a 
consistent free trade policy does not easily admit of prefer- 
ence. But this one-sided character has been more apparent 
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than real, for Great Britain was able to make some ccm- 
cessions despite her traditional policy, and Australia stood 
firmly few protection first and preference afterwards. Now, 
however, that Great Britain has abandoned free trade for 
protection it seems that a policy of mutual concessions 
may be further developed. In Australia, ever since 
preferences were granted, we have been accustomed to take 
up the attitude that our generous gifts have been spurned 
by Great Britain, and the door “ banged, bolted and 
barred ” against us. But the fact is that our gifts were 
chosen with an eye primarily to our own welfare and only 
secondarily to that of the Empire. It cannot be too 
strongly emphasised that protectionist sentiment in Aus- 
tralia demands and secures that Australian industries shall 
be protected against all rivals, and the greatest rival of 
the Australian manufacturer is the British manufacturer. 
Our trade policy of protection and preference has been 
designed, first to protect Australian industries, and then 
to give preference to the British producer over the foreign 
producer. These facts serve to explain the indifference 
or hostility in Australia to the policy of Empire Free Trade. 
Before the Australian public could welcome Empire Free 
Trade in the literal meaning of the term it would need 
to suffer a change of heart similar to the nineteenth century 
conversion of British manufacturers to free trade, and this 
it is idle to expect. 

Frequent attempts, none of them satisfactory, have 
been made to calculate the value of the preference granted 
by Australia to Great Britain by estimating the amount of 
duty which, but for the preference, would have been paid on 
British goods imported into Australia. The real advantage, 
however, afforded to the British manufacturer by preference 
occurs when his goods have to compete with similar goods 
of foreign manufacturers subject to a higher duty. The 
reduced duty obviously offers an inducement to the 
Australian consumer to purchase British goods in preference 
to foreign goods. Where the market is largely in the hands 
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of the British manufiltarer, so that the Australian con* 
Sumer in an^ case would use British goods, the preference 
is not of much advantage to the British manufacturer, 
although it is to the Australian consumer. Tariff changes 
since 1929 have materially reduced the advantage vrhich 
preference gives. The increased duties and the prohibitions 
placed upon certain imports by the late Scullin Govern- 
ment, whatever may have been their effect upon the trade 
balance, have made it impossible for many British goods 
to enter Australia. In these circumstances it is cold 
comfort to the British manufacturer that foreign goods 
also have been excluded. 

It seems clear that, if genuine concessions are to be 
made by Australia at Ottawa in return for equally genuine 
concessions from Great Britain, the present Australian 
tariff will have to be revised. Great Britain has retreated 
from free trade and, if Australia retreats from high pro- 
tection, they may meet on the common ground of a 
reciprocal trade policy. 

Recent political events in Australia furnish an excellent 
example of the difficulty of tariff reduction. Even before 
the present depression was in full swing not a few doubts 
were expressed in responsible quarters as to the dangers 
of extreme protection. As the depression deepened so 
the dissatisfaction grew. So much has been said of the 
necessity of reducing costs of production that it is easy 
to understand that tariff costs did not escape criticism. 
It cannot be said that there is any considerable free trade 
movement, but public opinion, hitherto complacent, is 
much more critical of the tariff, especially since the changes 
made by the Scullin Government. The familiar argument 
that tariffs reduce unemployment wears, in the light of 
hard economic fact, rather a jaded look, and even the 
public is recognising that infant industries rarely grow up. 

Both the Country party and the United Australia party 
went to the recent elections pledged to the downward 
revision of the tariff. Neither party supports free trade, 
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but tariff reform is coming to mean, for the first time in 
this generation, tariff reduction. The Country party 
made it a condition of joining a composite Ministry that 
the customs portfolio should be allotted to their leader. 
This was refused, but the request shows how important 
they considered the subject of tariff revision. Their 
attitude is noteworthy in view of the present position of 
the parties in the House of Representatives, where the 
Lyons Government commands the direct support of only 
37 members (including the Speaier) in a house of 75. 
But, since the 14 members of the Federal Labour party 
are pledged to the maintenance of high protection, an 
alliance to force tariff reduction upon the Government is 
out of the question. 

In the Governor-General’s speech the Ministry indicated 
that changes in the tariff would be made with caution, 
that recommendations from the Tariff Board — practically 
ignored by the Scullin Government — ^would receive close 
attention, and that the surcharges and prohibitions would 
be reviewed at once. A week later, in accordance with 
this promise, Mr. Gullett introduced into the House of 
Representatives a new tariff schedule, and further ex- 
pounded the policy of the Government. Under tlus 
schedule 69 items were reduced, n increased, 43 out of 
78 prohibitions were revoked and 19 special duties repealed. 
The aim of the Government, according to its spokesman, 
was to reduce costs of production, and particularly to 
bridge over the difference between the price of what the 
Australian farmer buys in a protected market and what 
he sells at world prices. The Government believes that 
costs could be reduced by removing excessive duties either 
on manufactures or on primary products, and in carrying 
out this policy proposes to be guided by the recommenda- 
tions of the Tariff Board. 

The reception given to these proposals illustrates the 
extraordinary difficulties of tariff adjustment. A storm 
has arisen over amendments to the tobacco schedule, 
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followi&g mainlf the advice of the Tariff Board, Trtiljr 
enormous duties had encouraged growers in scverd States 
so that the production of Australian tobacco was trebled. 
The reduction still gave the local grower a dutp of 400 per 
cent, over imported leaf, but farmers’ representatives regard 
duties on primary products as some compensation for the 
subsidy to manufactures involved in other duties, and the 
Leader of the Country party led the opposition to these 
reductions, while the all-round protectionists looked on 
with some satisfaction. The amended schedule will 
probably be carried, especially as the Government have 
arranged with the tobacco companies to purchase the leaf 
at a payable price of as. 3d., but this unusual action is a 
reaction to a pressure which it felt to be irresistible, and it 
will no doubt approach the consideration of the Ottawa 
policy with the utmost caution. 

The difficulties of Empire tariff adjustment are indeed 
formidable. If an infant vested interest like tobacco 
growing can exercise such intense pressure for protection 
of almost astronomical proportions against Australian 
consumers, is any well entrenched secondary industry going 
to suffer any sacrifice at all in favour of industry overseas f 
The question is not one of economics or even business, it is 
one of politics ; and the extraordinary power of organised 
interests over modern Parliaments suggests that the area 
of possible action is small. At the present time the Govern- 
ment is engaged in studying the question and in collecting 
the necessary data. It is bound to be protectionist — it 
realises that the Scullin tariff was extravagant and absurd ; 
it wants to give preference without sacrificing the protective 
character of its policy. It sees, however, much capital 
invested and many men employed in industries which are 
entirely dependent on the tariff. 

The policy adopted will have to define what we are pre- 
pared to give and what we feel is reasonable to ask. What 
we are prepared to give must be found at the expense 
either of foreign industries or of Australian. An increase 
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of the margia between the British tariff and that on goods 
from other countries will not be easy in all casw. Generally 
spesJdng it must mean sacrificing revenue by lowering the 
British rates or increasing prices by raising the foreign 
rates upon articles in which British industry , is apparently 
not able to give equal service at equal cost. Nevertheless 
there will be little difficulty from political quarters in this 
type of concession, and quite a respectable gift of trade 
can be made though at some sacrifice. But if Ottawa is 
to be of real benefit, to Australia from the point of view of 
cost, and to Great Britain from the point of view of trade, 
it must be by a reduction of the excessive duties and pro- 
hibitions with which the ScuUin schedules flattered and 
encumbered Australian production. The reasoned recom- 
mendations of the Tariff Board have revealed a very large 
number of items upon which the haphazard tariff has only a 
negligible protective value, though a great restrictive effect. 
The whole schedule could be combed out for such items 
and their elimination would be a valuable contribution to 
Empire trade. Even such a process would encounter 
opposition from fanatical protectionists who consider any 
reduction at all a blow to protection, and are quite unable to 
see that the success of protection in a limited area like 
Australia depends on its selective character. They will 
probably fight to save the totally exotic and extravagantly 
parasitic industries, the existence of which depends entirely 
on the tariff. In those cases it is really “ more blessed to 
give than to receive,” for the Australian conditions are not 
suitable and the market too small to carry an economic 
producing unit. Finally, there are many items on which 
the duties could be lowered so that they remain protective 
but cease to be prohibitive. Such duties even when 
reduced would secure for efficient Australian manufacturers 
the whole of the Australian market for the big standard 
lines for which there is enough local demand to run pro- 
ducing units economic in size. At the same time, they 
would not prevent the import of special types or qualities. 
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Sheer lack oi buying fibwer in times of depression places a 
limit to the value of all concessions, but such a contributioh 
to the rationalisation of the Empire is all that can be hoped 
for in exchange for substantial help from the British tariff 
for Australian export industries. 

How can the British contribution, then, help the latter 
industries ? The chief exports of Australia, wool and 
wheat, are both in difficulties, but a preferential tariff 
would help neither, for there is a large Empire surplus of 
both which must find its market in foreign countries. 
Politicians and pedants have combined to propose a system 
of Empire wheat quotas, but, as Professor Wadham, pro- 
fessor of agriculture at Melbourne, has pointed out, quota 
systems are not likely to suit countries which hope to extend 
their wheat areas. Proposals have been carefully examined 
by experts and students in Australia and they have come to 
the definite conclusion that no system yet devised will be 
of the smallest benefit to the Australian wheat grower, 
while it is difficult to over-estimate the degree to which 
such a system would endanger hardly-won business con- 
nections and dislocate the established channels of trade. 
The two great primary industries can best be helped 
through their side-lines, the most important of which is 
meat. A preferential duty on lamb and mutton would 
encourage that diversification of agriculture which is so 
much to be desired. The pioneering section of the industry 
however, beef production, is in greater difficulty and might 
be salvaged by preference. Here, of course, the interests 
of British industry as well as British interests in Argentina 
are involved. Australia has not yet landed chilled beef 
in Great Britain and as frozen beef is not favoured there 
it seems unwise to press for any concessions. 

Primary industries, in which the labour cost is high, such 
as dairy produce, butter, cheese, eggs, pig products, fruit, 
wine, brandy and malting barley, sugar, rice, hops, peas, 
etc., form a most important section of Australian production 
and would as a class benefit most from British preference. 
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Some of them, noublf apples and barley, are holding their 
own in the world nurkets without assistance. Others, 
such as dried and canned fmits and wine, enjoy certain 
preferences already, and great benefit might be obtained 
from the extension of the preference to types hitherto 
missed. Another group — sugar, rice, hops, peas — ^will 
probably benefit from preferences granted primarily for 
other parts of the Empire. But they are either so highly 
subsidised in Australia or their production is so small at 
present that they could scarcely be made the subject of a 
special request. Lastly there is the class of “semi- 
manufactures ” — flour, soap, sole leather and timber 
sleepers. These represent practically the only manufac- 
tured exports ; they would benefit from a continuance of 
the lo per cent, emergency preference, and the same applies 
to base metals, in which the cost of labour is a big factor. 
Australians must, of course, admit that costs and high 
standards of living are factors which affect the need for 
preferences from Great Britain — a country with lower 
standards — and that a system is being established which is 
artificial and cannot be permanent. However, the indebted- 
ness of Australia to the British people might make such 
assistance a measure of prudence. 

At Ottawa, Australian delegates would be wise to con- 
centrate upon the preferences which would be most fruitful 
and cause most expansion, namely, on mutton and lamb 
and dairy produce. If these industries were made profitable 
Australia’s buying power for British goods would be 
increased. No list of minor concessions would be of much 
use if there were a failure in these major items. 

Australia, April 7, 1932. 

Postscript.— On May 13 the Governor of New South Wales dismissed 
Mr. Lang, from whose department a circular had been sent to depart- 
mental heads forbidding them to pay money to the Commonwealth Bank 
under the Financial Agreements Enforcement Act. The Leader of the 
Opposition has formed a Government, and a general election is to be held 
on June 11. The proclamations putting the Enforcement Act into operai- 
tion were thereupon suspended. — ^Editor. 
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I. The Parliamentary Session and Other Matters 

T he main pro-occupation of the session, so far as it 
has gone, has been finance. The controversy over 
the gold standard still dominates the field of politics and 
has become the principal issue between the Government 
and the Opposition parties. Officially the matter is still 
siib judice, as the Select Committee of the House of 
Assembly, which was appointed early in the session to 
consider whether the maintenance of the gold standard 
was in the best interests of the Union, is still sitting and 
taking evidence. But the open mind, which such an 
inquiry would seem to presuppose, has vanished in the 
stress of the political battle. The dissident voices which 
wete raised within the Nationalist party in the early days 
of the controversy have been effectually silenced by the 
demands of party discipline. On the Opposition side there 
has also been a closing of the ranks, though one or two 
dissenters still stand apart from their colleagues. 

In moving for the appointment of the Select Committee 
the Prime Minister informed the House that, whatever 
the report of the Committee might be, the Government 
would adhere to their policy of maintaining the gold 
standard. That indeed could not be left in doubt, as the 
only hope of their being able to maintain the gold standard 
lay in convincing the public of their determination and 
ability to do so. The Opposition, with perhaps equal 
reason, objected to the appointment of a committee whose 
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repdrt miold be a foregone conclusion, and would in anj^ 
case have no influence on the policy of the Go^remment. 
Many, therefore, refused to take part in the enquiry. The 
report will probably appear towards the end of the session, 
but, while the evidence heard may compel some on either 
side to abandon familiar arguments, it has little chance of 
changing any convictions. The complaint which is mostly 
heard now against the maintenance of the gold standard 
is the scarcity of capital and credit in the country. Mort- 
gage bonds are being called in, money on deposit with 
banks and other financial institutions is being withdrawn, 
advances on the best security are almost unobtainable. 
The opponents of the gold standard attribute this to the 
rush to buy sterling which followed the abandonment of 
gold by Great Britain. Capital, they say, has left South 
Africa to such an extent that business is being strangled. 
The Finance Minister in his budget speech estimated that 
since September last the transfer of money from South 
Africa in excess of the normal exchange transactions 
amounted to million, but competent observers outside 
the Treasury put the figure much higher. 

The policy of the Government is to maintain the cur- 
rency on the gold parity of the British sovereign and to 
subsidise, at the expense of the taxpayer, the exporter of 
primary products, who is being most severely hit by the fall 
in world prices and the adverse exchange upon his dealings 
with countries whose currency is depreciated in relation 
to the old gold parity. The producer whose products find 
a market inside the country is protected as regards the 
internal price by tariffs, and by other devices, which are 
more or less effective in proportion to the extent to which 
the internal market can absorb his product. The con- 
sumer, therefore, gets little if any benefit from the fall in 
world prices, while the advantage with regard to imported 
articles, which he might have expected to gain from the 
higher gold value of his currency, is largely nullified by the 
increase in the general customs tariff imposed in order to 
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find the revenue whilH is required to meet the cost of the 
subsidies on exports. 

The budget statement of the Finance Minister was 
looked for this year with more than the usual interest. 
The position which it disclosed is certainly serious. If it 
leaves us with the consoling thought that it is better than 
that of most countries in a similar state of development to 
our own, that is a consolation which we owe entirely to the 
continued high rate of output of the gold mines of the 
Wtwatersrand. The Minister had to face a drop in his 
revenue estimates for the year ended on March 31 of 
,^2,773,000, which brought the expected revenue for the 
year to ,^26,900,000, against which, after all the reductions 
in expenditure which he had been able to effect, he had to 
face an expenditure of ,^28,100,000 — a. deficit of ,^1,200,000. 
This, added to the deficit carried forward from the previous 
year, left a shortage on the revenue account of ,^2,100,000. 
The prospects for the year now current were worse than 
those in which the last budget had been framed, and he 
accordingly estimated for a revenue this year of ,^25,845,000, 
that is a reduction of ,^3,828,000 on the previous year’s 
estimate and of ,^1,055,000 on the actual collections. The 
expenditure he put at ,^27,479,000. He was, therefore, 
left with a contemplated deficit on the current year of 
,£1,634,000, which, added to the accumulated deficits of 
previous years, leaves the revenue account short by 
,£3,734,000. This it is proposed to provide for by new taxa- 
tion estimated to raise ,£3,535,000, the balance of ,£200,000 
to be carried forward. Of the new taxation ,£730,000 
is to be raised by an additional income tax of is. in the 
pound on the dividends of gold mining companies, and a 
graduated surtax on interest derived from investments 
carrying a fixed rate of interest — ^the tax rising according 
to the rate of interest. The rest is to come from increased 
custom duties, chiefly from a general ad valorem rate of 
7J per cent, in addition to existing duties on all imports, 
vfith certain special exemptions. This, however, does not 
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represent the whole extent of the new burdens which the 
taxpayer will have to carry in this year of d^resaion. A 
special customs duty of 5 per cent, is laid on all imports 
(subject again to certain special exemptions), the proceeds 
whereof are to go to a special fund from which is to be 
provided that portion of the subsidies on exports of primary 
produce which is not included in the ordinary estimates 
of expenditure. These subsidies are provided for, up to 
the end of October next, to the amount of £1,300,000 from 
the general revenue account, and £1,000,000 from the 
special levy of 5 per cent. Whether by the end of October 
the exporter of primary products will be able to dispense 
with the aid of subsidies may be open to doubt, and to that 
extent the balance of the budget is not assured. A further 
element of doubt arises with regard to the revenue estimated 
to be derived from the new customs duties. It is difficult 
to share the opinion of the Finance Minister that they will 
not affect the consumer but will be borne by the importing 
merchant out of the profits that he has derived from the 
exchange advantage accruing to him on imports from Great 
Britain and other countries whose currency has depreciated 
in terms of gold — profits which he has not yet passed on 
to the public. The general opinion is that they will increase 
the cost of living and act as an additional drag on our already 
languishing trade and industry, and will thus tend to defeat 
their own object as revenue producers. 

The budget is balanced, at any rate on paper, but this is 
achieved not so much by reduction in the expenditure as 
by an additional load of taxation, on a community already 
labouring in the trough of unprecedented financial troubles. 

The estimates of expenditure for the year amount to 
£27,479,000, in which, as has been said, is included an 
amount of £1,300,000 to provide for subsidies on exports. 
If for purpose, of comparison this is deducted, these 
estimates show a reduction of £3,210,000 as compared with 
the original estimates for the previous year. Of this 
reduction, however, £1*590,000 is accounted for by the 
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ertimated saving in tftespect of tnt^est on govornmct|it 
loans due in London owing to its being paid in 
sterling instead of gold. The estimated reduction, there* 
fwe, in the cost of the administrative machine — ^apart 
from the fortuitous profit on exchange — ^as compared with 
the estimates for the previous year amounts to 620,000. 
Apart from reductions in educational and other grants, 
the only serious curtailment of administrative expenditure 
is an all-round reduction in the salaries of public servants, 
rising from 3^ per cent, on the lowest grades to 10 per cent, 
on the highest. The salaries of Members of Parliament 
are reduced by 10 per cent, and those of Ministers by 15 per 
cent. The general scheme of government activities, which 
many believe has now attained a magnitude in excess of 
what the country in normal times can afford, remains almost 
intact. 

The Minister of Railways, in presenting his budget for 
the Department of Railways and Harbours, had an equally 
dolorous tale to tell. The railways and harbours are 
suffering from the drop in traffic due to depressed business 
conditions, and in addition the railways, like railways 
elsewhere, have to contend with road motor transport 
competition. The Administration commenced its opera- 
tions for the financial year which closed on March 3 1 with 
a deficit carried over from the previous year of ^^679, 000. 
The results for the year just ended are expected to show a 
deficit of j^i,8oo,ooo. The current year, therefore, begins 
with an accumulated deficit on revenue account of roughly 
^£2,500, 000. No provision is made in the estimates for. the 
current year to liquidate this deficit. It is simply being 
financed and carried forward in the hope of better times. 
For the current year the revenue is estimated at 
and expenditure at ^^26,066,000, which would leave a 
deficit of £ 6 g,ooo. The expenditure estimates show a 
considerable reduction over the two previous years — 
reduced personnel, reductions in salaries and wages — ^but the 
estimate of revenue is generally regarded as reflecting an 

<5S4 



Pariiamentary SciiiQn, aii4 Other Matters 

opdsEiiiittk outlook fctrcely warranted by easting icoa> 
ditions. It sboidd be added that the expenditurc^fign^ 
quoted above includes working expenditure, depreciatum 
and betterment, and interest on capital. In the railway 
budget, therefore, the position disclosed, though seiioas 
enough, will bear favourable comparison with that of 
State railways or even private railways in many other 
countries. 

The results of the conference between representatives 
of the Union Government and the Government of India, 
which was mentioned in the last number of The Round 
Table,* have now been made public, but it cannot be said 
that they bring us nearer to a permanent settlement of the 
relations between the Indian community here and the 
European population. Beyond the renewed expression of 
friendly sentiments, the only practical step that has been 
agreed upon is the joint consideration of schemes of land 
settlement in countries where the Indian would not be 
subject to the social and political disabilities which are 
imposed upon him here — schemes in which the wider 
experience of the South African Indian might be turned to 
good account by the Indian Government in its attempt to 
find new outlets for its surplus population. A joint 
enquiry by the two Governments is to be instituted, and 
it is to be hoped that out of it may come something which 
will enable Indians here, without loss of self-respect, to 
exchange their South African domicile for one where they 
will attain automatically a status which is being definitely 
denied to them here. 

The financial depression through which the country has 
been passing is having its reactions in a general feeling of 
dissatisfaction with the existing political parties . Criticism 
of the Government at such a time is inevitable, but it is 
combined with a distrust of the party system as it exists 
here. The idea is very generally, if somewhat vaguely, 
held that our politics have come to be a mere battle of 
• See Thi Rouhd Tabu, No. 86, March 1932, p. 427. 
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personalities, in which %e pressing needs of the pet^le an 
neglected or relegated to the backgronnd. There is in 
some parts a more or less active propaganda for the forma* 
tion of a “ centre ” party, led by persons who are not too 
deeply committed on either side to the old party 
controversies, which would give us a Government and a 
Parliament able to devote themselves to the actual problems 
of the day. So far this movement has failed to take visible 
form because no leader has emerged strong enough to break 
the existing bonds of party allegiance. But it is a symptom 
of a political malaise which might at any time take a serious 
development. 

In Natal the spirit of political discontent has taken the 
form of a movement for secession from the Union. So far 
responsible public men have kept aloof from the movement, 
but there is undoubtedly behind it a strong popular 
sentiment, which, without any very tangible basis, is 
deeply perturbed by what it regards as the anti-British 
outlook and policy of the present Government. Natal has 
never been wholly assimilated by the Union. Its represen- 
tatives came to the National Convention in 1909 strongly 
committed to the principle of federation, and only accepted 
the unitary constitution which was there decided upon 
with, considerable misgiving. In Natal alone, of the four 
colonies which came into the Union, was the question sub- 
mitted to a referendum, and although the vote went by a 
two to one majority in favour of Union, the opposing 
minority has never altogether come over. Natal in popula<- 
tion and sentiment is predominantly British. It has never 
wholeheartedly put aside the outlook and affinities of a 
British Colony for those of a South African Dominion. 
Consequently the rapid advances towards an independent 
status culminating in the Statute of Westminster have 
been regarded by a considerable section of opinion in Natal 
with something like dismay. The adoption of a South 
African flag, the agitation in some quarters for the appoint- 
ment of a South African citizen as Governor-General, the 
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conclusion of a trade treaty -with Geiinoany yrlucK giveilier 
the advantage of any extension of tariff preferences granted' 
to Great Britain, the activities of a republican section 
within the Nationalist party, even the proposal of the 
Government to change our currency to a decimal system, 
have all had their effect in irritating the sensitive nerve. 

But perhaps the most serious cause of trouble has been 
the dual language. Before Union, outside the districts 
which were added to Natal from the Transvaal after the 
Anglo-Boer War, the Afrikaans language was to all intents 
and purposes a foreign language in Natal. The Act of 
Union laid down the principle of equality as between 
the English and Dutch languages, but that principle was 
not at first applied as requiring public officials to 
be competent in both languages. In consequence, in 
those parts of the Union where the English-speaking 
element was predominant the use of the other language 
spread slowly, and in Natal, where it was seldom heard, 
not at all. With the advent to power of a Nationalist 
Government the regulations requiring a knowledge of both 
languages from public officials were more rigidly enforced, 
and the impression was created in certain quarters in Natal 
that the language qualification was being purposely used to 
exclude from the public services anyone who was not of 
Afrikander sympathies and descent. In Parliament the 
members from Natal with one or two exceptions do not 
speak or understand Afrikaans, and therefore cannot 
follow the speeches of members who use that language in 
debate. Parliament thereby loses in great measure that 
influence which it ought to exert in bringing opposing 
sections into direct contact with each other’s point of view. 

The threatened breakdown of the Provincial Council 
system has intensified and brought to a head all the appre- 
hensions and suspicions which have beset this section of 
the Natal people since Union — that they are losing their 
identity as a British Colony in a larger body which is hostile 
to their traditions and disloyal to their allegiance, and that 
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za alien language and ^ture ia being throat upon them. 
Out of thia has come the morement, sometimes calling 
itself a secession movement, sometimes a devcdntion 
movement — demanding sometimes complete secession from 
the Union, sometimes membership on a federal basis. 
It is doubtful if more than a small proportion of the 
responsible citizens of Natal — even of those who applaud 
the movement at its public meetings — ^would commit them- 
selves to either of these two objectives if it came to an 
actual test. The movement so far is largely inarticulate — 
a protest against economic distress and wounded national 
sentiment. But a wise Government would not on that 
account treat it with contempt, nor fail to take note of it as 
the symptom of a real trouble in the body politic, which, if 
not treated with sympathy and understanding, may go 
deeper and strike at the foundations of Union. 


II. The Native Policy of the Union 1910-1932 

C ERTAIN legislative proposals which call for more 
than passing comment are at present under discussion. 
There is the Native Servants Contract Bill now before 
Parliament, and a draft proclamation issued by the Minister 
for Native Affairs under the Native Administration Act of 
1927, amending and extending to Zululand the Natal Native 
Code. Between them they cover native land, labour, 
domicile, movement, and liability to arbitrary imprison- 
ment. To grasp their full meaning, however, they must 
be put up against the background of South Africa’s achieve- 
ment in the sphere of native policy since the Union of 
1910. 

The debates on these measures have brought out sharply 
the antagonism between two rival points of view which are 
traceable very far back in the history of South Africa. 
One is the claim of the man on the spot that only those 
who are in daily contact with natives can understand them, 
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(Hr to be heard i^ko their governance is in question. 
It is a view which leads too often to the condusion 
that the black man is there for the benefit of the vdiite. 
The other is the view of the man with the wider angle of 
vision which comes of standing back somewhat, who 
asserts that those whose sensibilities are blunted by daily 
contact, and whose apparent and immediate interests 
conflict with those of the tribesman, are the very last people 
to have the final word, and that in any event the native is 
an end in himself and, as such, entitled to a free and 
honourable place in a mixed society. 

Once upon a time it was imperial officials, imported 
missionaries, and a fairly widespread body of opinion in 
the western Cape districts that upheld the latter view and 
imposed it with a fair measure of success on the Cape 
Colony. To-day the imperial power counts for little, the 
missionaries for hardly more, while western Cape members 
are told, in both official languages, by men from the old 
republics and Natal, that they do not know what they are 
talking about. In short, the old liberal Cape policy has 
been beaten back step by step, ever since Union twenty-two 
years ago ; it is now fighting a desperate battle in the last 
ditch against the illiberal policy of the newer north. 

At the time of Union in 1910, the many, white, black, 
and coloured, who feared this very thing, were assured that 
the native policy of the Cape Colony would doubtless, by 
its inherent virtues, wean the rest of the Union from its 
frontier ways. Besides, what could go wrong under a 
Parliament modelled on those at Westminster and Cape 
Town ? This comfortable prophecy has been belied under 
both heads. Since Union the decay of parliamentary rule 
has gone on side by side with a definite retrogression in 
native policy. 

The decline of constitutionalism can be dismissed 
shortly. It is sufficient to say that to-day the Union is 
virtually a unitary State under increasingly strict bureau- 
cratic control ; the federal elements in its constitution, 
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lie bulwarks of local liberties, have been undermined, and 
he civil service, with its high traditions, especially in the 
!lape, has become more and more merely an instrument 
D the hands of the political party in power. The Senate 
las been weakened gravely as a chamber of review; the 
douse of Assembly, which began badly when the allocation 
if seats was arranged to favour the inexperienced north 
gainst the south, and everywhere the countryside against 
he towns, has not improved with age. Parliament, during 
he last six years particularly, has given away its powers 
(wholesale to the Executive. Thanks largely to the con- 
agion of arbitrary native legislation, the rule of law is 
raxing feebler and more fitful. 

This sickness of elective assemblies is a widespread phe- 
omenon in the present-day world ; but in South Africa 
: has peculiar dangers because of the pressing nature of 
he native problem. The change for the worse in the 
elations of Europeans generally with non-Europeans in the 
Jnion nowadays is the outcome not so much of unchecked 
conomic and social forces as of more or less deliberate 
olitical action. Not that this action was consciously 
irected towards that end, though there has been plenty 
f talk in responsible, and still more in irresponsible 
uarters, which suggests that the talkers could not help 
: and did not care overmuch if bad relations were the 
utcome of their policy. The evil has arisen from taking 
fie short view. 

Much of the post-Union native policy was foreshadowed 
y the majority report of the Native Affairs Commission 
f 1903-1905. In the main that report was the natural 
roduct of well-to-do land and mine owners, representa- 
ves of an acquisitive society hardened by pioneering 
icperience, united for the moment with officials anxious 
ir the labour that would carry their Five Year Plan to 
iccess by so developing mines, roads, railways and farms 
lat South Africa would be raised rapidly to a higher 
:onomic plane than ever before. It pointed straight to 
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csonununal porliamentarj representatioa (if any) for tlje 
BantU) a cb^ on the purchase of land by natives, and the 
stimulation of the native labour supply by making an end 
of squatting on European farms. 

Little or no action was taken on this report at the time ; 
the National Convention avoided as far as might be any 
discussion of the disruptive native question. Nor was 
anything notable done during the first few years of Union 
beyond the enactment in 1911 of the Mines and Works 
Act, which sought to regularise, in the Transvaal and Free 
State only, the practice whereby non-Europeans were shut 
out from skilled and semi-skilled employment by the 
Colour Bar- In 1913, however, mainly in response to 
pressure by the Free State, where the Bantu’s right to 
acquire land was already more restricted than elsewhere, a 
Native Lands Act was hurriedly passed at the tail-end of 
the session. 

The fundamental ideas behind that law were the territorial 
segregation of white and black, and, incongruously enough, 
the even sharing out of the native labour supply among 
European farmers. Outside the reserves and the urban 
areas, many thousands of Bantu lived upon European 
farms. They lived either as squatters, farming what had 
often been their ancestral acres on shares with the owner, 
or making him a money payment ; or else they lived as 
labour tenants rendering, themselves and often their 
families too, so many days’ service each year, usually three 
months in the aggregate, the days being chosen at their 
lord’s discretion. The Lands Act aimed first at eliminating 
the squatter, who was virtually given the choice of becom- 
ing a tied labour tenant or of going elsewhere. Secondly, 
it forbade the acquisition of land by natives outside the 
reserves, but, as some compensation for this lost liberty, it 
promised tha' sorely needed additional native areas should 
be marked out. 

A judicial decision saved the right of natives to acquire 
land in the Cape Province, and in other parts the harshness 
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of the law was modifieil> slightly by administratiTe actio&» 
But the fact remains that the promise of 1913 is stSB 
unfulfilled in 1932 ; the additional reserves have not beoa 
granted, and each year that has gone by, as Europeans have 
spread over the land, has added to the impossibility of any 
general territorial segregation of the two races. Each year, 
moreover, as the existing reserves have become more 
congested, has added to the Bantu’s economic distress and 
distrust of his European rulers. Responsibility for this 
failure must be shared by all Union Ministries ; but whereas 
the Botha-Smuts Ministries could plead that from I914 
till 1919 they were harassed by war and rebellion, and again 
from 1922 tin 1924 by armed revolt, falling revenues and 
a dwindling parliamentary majority, the Hertzog Ministries 
can plead little of the kind. From 1924 till 1929 at least 
they enjoyed comparative prosperity and, throughout, 
profound peace and a secure majority. Their difficulties 
have arisen from complications due to the lapse of time and 
the uncompromising attitude of most of their own sup- 
porters and many of their political opponents. 

In its later stages, the war wrought a revolution in South 
Africa as in other parts of the world. Manufactures 
sprang up, and natives, loosened from the soil by the 
operation of the Lands Act, drifted into the humbler ranks 
of the new industries side by side with Europeans, Afrikan- 
ders for the most part, similarly uprooted. The rank and 
file of the trade unions, on the Rand particularly, thus 
became more and more northern Afrikander, and therefore 
more resolutely opposed than ever to any recognition of 
native claims to equality of opportunity, and also naturally 
nervous of low-paid native competition. Meanwhile prices 
soared and European wages rose also ; but native wages 
even in the towns remained well-nigh stationary. In 1918 
the white miners on the gold mines of the Rand were 
strong enough to extract a status quo agreement which 
checked their employers’ attempt to admit non-Europeans 
to semi-skilled occupations, while the men at the Johannes- 
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bui^ powtr station sOccessfoUy held the commvmtf to 
rahtom. Hiereupon the poorly paid Johaatiesburg sanitary 
“boys” struck, but, being natives, found themselves 
subject to the penal clauses of the Masters and Servants 
law. That law, of old standing in all the provinces, indeed 
provided safeguards for the native employee, but in actual 
practice provided many more for his employer. In any 
case the infliction of criminal penalties for breach of civil 
contract reminded natives everywhere that they had not 
the same freedom to higgle in the market as their European 
competitors. 

Something was done to improve native wage rates on 
the Rand, with encouraging repercussions on rates in other 
parts. Then, In 1920, during a lucid interval between two 
periods of turmoil. General Smuts endeavoured to put the 
administrative side of the native question upon a sounder 
basis. The Native Commission of three experienced 
Europeans then set up to advise the Premier, and the 
conferences of chiefs and representatives of native associa- 
tions since summoned from time to time, have done 
excellent work. But the local councils of magistrates and 
Bantu on the Transkeian (Cape) model, then prescribed for 
general application, could not benefit the natives scattered 
up and down upon the European farms. And according 
to the Lands Act it was they who constituted the real 
problem. For the rest, the promise of 1913 was not 
implemented. Additional reserves were to be allocated 
only after the economic and administrative relations of 
white and black should have been put upon a better footing. 
And when would that be ? 

Signs of unrest were not wanting : passive resistance by 
native labourers on one or two of the Rand mines, a riot by 
students at the native school at Lovedale in the eastern 
Cape Province, a serious native strike at Port Elizabeth 
during which unauthorised Europeans fired upon the 
strikers indiscriminately, and finally, in May, 1 921, the 
tragedy at Bulhoek, also in the eastern Cape, where the 
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police had to fire in tjj^ last resort. The effect was deadfy 
upon a swarm of Bantu enthusiasts inflamed the more 
heady portions of the Old Testament. 

The Bulhoek calamity was, humanly speaking, unavoid- 
able. The same cannot be said of much that followed. 
Early in 1922, a serious European revolt took place along 
the Rand. In some of its developments it was a revolu- 
tionary, in others a republican movement, but its primary 
cause was the determination of European workers to 
maintain the Colour Bar, in spite of the fact that the 
courts had recently declared regulations framed under the 
Act of 191 1 ultra vires. The rising was marked by wanton 
attacks on mine natives, but in the end it was quelled with 
much bloodshed. The Colour Bar was relaxed somewhat ; 
the mines were reorganised, and the Labour party was 
driven over to an alliance with the Nationalist party. 
This apparently incongruous alliance of urban Socialists 
with rural Tories was held together primarily by a deter- 
mination to make South Africa safe for the white man, a 
determination strengthened by alarmist conclusions errone- 
ously drawn from the 1921 census that the blacks were 
increasing so fast that in a comparatively short time they 
would swamp the whites. 

So matters drifted on. In May, 1922, sinister tidings came 
from South West Africa of a whole-hearted exercise of military 
force by the civilian administrator against a petty tribe of 
Bondelswarts, and a subsequent prolonged passage of arms 
with the Mandates Commission of the League of Nations. 
Then, in 1923, the Smuts Government tried to regulate 
the flow of uprooted natives into the towns. The Urban 
Areas Bill as presented embodied the views of many of the 
natives who had been consulted ; the Act as it emerged 
reflected the pressure which South African Ministries find 
it so hard to withstand. Wide powers were given to 
municipalities to segregate natives in separate townships, 
even in areas which had hitherto known no such practice, 
and instead of the expected freehold in such townships, 
664 



. Miijpgfiidiiliii«t.i^ 

apl^qM* Wm- leMehoU. la 
KwMfieaa ^qptiuoii ia the mass would not hm of tttjTv 
extension of native land ownerahip. The towns were to be 
Ean>pean,the presence of Ban$n there a merety 4empotar7 
encnmbrance. 

In the middle of 1924, the Nationalist-Labour Pact 
Government took office and immediatelyr introduced a 
Bar Bill, restoring in a more explicit form the restrictions 
on non-Luropeans in the north that had been declared 
ultra vires. It also readjusted the incidence of native 
taxation in such a way as to relieve the urban native in the 
north, but to increase the burden on all in the south, and 
to leave natives everywhere, in practice, dependent in large 
degree for funds for their own advancement on such portion 
of the proceeds of native taxation as had not been devoted 
to the general governance of the Union. 

For the rest, responsible Ministers showed caution and 
moderation. After the session of 1925, General Hertzog 
toured the Cape Native Territories and, on his return in 
November, published a programme of native and coloured 
legislation. This programme was, and is, embodied in 
four Bills, none of which has yet become law. These Bills 
have been altered in detail more than once, but their general 
tenour has not been changed. The Representation of 
Natives Bill seeks to abolish the Cape native franchise of 
1853-92, and to give the natives of the Union a meagre 
and wholly European representation in exchange. The 
Native Council Bill proposes to set up a carefully controlled 
deliberative native sub-parliament as a coping-stone to the 
Smuts Act of 1920. The Native Lands Amendment Bill 
fulfils in a measure the promises of 1913, but instead of 
new reserves for the exclusive use of natives, it merely 
provides “ released areas ” in which natives and Europeans 
may scramble with one another for the land. Finally, the 
Coloured Persons Rights Bill proposes, in the very long run, 
to put the mixed coloured folk (by definition all who are not 
Bantu) in a position of political equality with Europeans, 
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it was already apjire&t in 19*5 that the jangran»|ie‘ 
would be fiercely challenged, by pofitical opptaientftOB liii 
one side, and by some from within the Nationalist camp 
on the other. For to offer the Bantu even the smallest 
representation, or to propose to treat the coloured men for 
political and economic purposes as the civilised folk they 
l^doubtedly were, was to fly in the face of northern opinion, 
and much that was not northern. Already, in September, 
Mr. Tielman Roos, Minister of Justice and the Premier’s 
chief lieutenant in the Transvaal, had inveighed publicly 
during a Pretoria bye-election against non-European voters, 
and had noted that many people thought the Bantu had 
too much land as it was. 

No action was taken in 1926. In the session of 1927, the 
opposition was so strong, perhaps also the picture of the 
condition of the great black majority of the population 
drawn in the belated report of the Economic and Wage 
Commission of 1925 was so disturbing, that all four Bills 
were referred to a Select Committee. There they remained 
till the beginning of 1929. Meanwhile, in 1927, by the 
Native Administration Act, the Ministry conferred upon 
the Governor-General, that is, upon itself, the widest 
discretionary powers over every Bantu in the Union outside 
the .Cape Province, even to the extent of power to cancel, 
without cause shown, exemption from these restrictions 
granted to any individual. 

The Administration Act was the application of Natal- 
Zululand methods to other parts of the Union. But whereas, 
in times past, the Governor of Natal had exercised these 
powers over tribal natives, now in many parts the Bantu 
had developed so far that many of them were trying 
to form trade unions in imitation of the Europeans. The 
most notable of these bodies was the Industrial and Com- 
mercial Workers’ Union, an amorphous body but sufficiently 
alarming to many Europeans by its novelty and its implica- 
tions. Meanwhile, in 1928, the Labour party had split, one 
half cleaving to the Ministerialists, the other drifting off 
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■ of the l^hhnr Ministers, received a dentation of 
I.C.U., and for that error was obliged to resign and ittale 
wajr for another Labour man. 

Such was the prelude to the joint sitting of ^both Houses 
which took place in February 1929 to vote upon the revised 
Native and Coloured Franchise Bills, that is, on the fate 
of the Cape franchise. The voting on the former failed 
to give the two-thirds majority demanded by the South 
Africa Act. The latter Bill was therefore withdrawn, and 
the Premier fell in with the already expressed desire of 
Mr. Roos, and announced that the general election due in 
the middle of the year would be fought to ensure “ the 
preservation of the white race.” It was, and it gave the 
Nationalists for the first time a clear majority over all 
parties. 

Earlier in the session of 1930, General Hertzog had 
taken the wise but unprecedented step of referring his 
Native Franchise Bill to a joint Select Committee of both 
Houses with power to take evidence. The measure still 
remains in the hands of that Committee. Meanwhile, the 
zealots of the Nationalist party have succeeded in getting 
something of what they wanted along another route. As' 
far back as 1926 some of them were demanding European 
women’s suffrage, frankly to counterbalance the . Cape 
non-European male voter. Two years later. General 
Hertzog touched upon the same subject indirectly by 
promising that coloured women should share in any 
franchise given to coloured men. Two years later still, in 
1930, he had been obliged to give the franchise to European 
women only throughout the Union. A year later the 
inevitable sequel followed, and the republican privilege of 
one vote to every white man was extended to those who 
could not attain to the very moderate pecuniary and 
educational qualifications hitherto demanded in the Cape 
and Natal. Thus the Cape coloured women were dis- 
appointed, a wedge was driven deeply into the Cape fran- 
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db»e aad incidental^i%ito the South A^ca Act, and thot^ 
beat qualified to know were given evety ground to expect 
a tnarked accession in Nationalist voting power, certaiidj 
Jn response to any such cry as the Black Peril. 

So much for the coloured woman. The fate of the 
coloured man is still in the hands of the joint Select Com- 
mittee, but it is also being canvassed elsewhere. 

It was in keeping with the franchise policy of 1930-31 
that the census of 1931, which by law should have been 
one of the decennial numberings of the whole population, 
was at the last moment and on the grounds of economy 
confined to Europeans only. A census of this latter kind 
takes place every five years to provide the data for the 
re-allocation of seats in the Assembly, and to that extent the 
census of 1931 will prove useful. But, for the rest, by 
omitting three-fourths of the population, it condemns us 
all to work in the dark, with the Premier’s native and 
coloured programme (inspired largely by the census returns 
of 1921) still in the balance, an Urban Natives Commission 
still sitting, the arguments of the Economic Commission 
of 1925 stiU unanswered and its conclusions unfaced, and a 
very grave economic situation developing which, world 
causes apart, is due to the notorious maladjustment of our 
economic life. 

Since 1918 the Union has adopted a number of measures 
to regulate its new manufacturing activities — factory and 
wage Acts, apprentice, juvenile advisory, industrial con- 
ciliation, and wages boards and so on. Hence considerable 
numbers of European employers and workmen are organised 
and protected. Not so in many cases non-Europeans as 
a body, still less the Bantu in particular. Except in the 
Cape non-Europeans are excluded from trade unions and 
so cannot share in the benefits of some of these laws. From 
some again the Bantu are cut off because they do not apply 
to agriculture and domestic service, their two great outlets 
other than the mines, which are specially provided for. In 
practice also the conciliation, wage board and apprentice- 
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li^ Act^ tdt agaiftst iliem. Pturther, the vrithe Idbflitt 
|)(^c7 pursued b/ the Pact Admiuistratkm^ more pair* 
tkokrly cm the 'vridespread State railways, displace* thi^ > 
in favour of Europeans who are subsidised b7 the geaeiui 
taxpa7er to undertake low-paid tasks. Fiaally, the Bantu 
are hit twice over by the protective tarifE, which vras begnu 
tentatively by the South African party Govenuneht in 
1921, and pushed outward and upward by the Pact since 
1925 in the cause of economic self-sufficiency. The enjoy- 
ment of a protective duty by an industry depends in some 
cases on its employment of civilised, that is, non-Bantu 
labour, while any tariff must press hard on a class lowest 
in the economic scale, whose freedom of movement and 
choice of occupation are as restricted as those of the 
Union’s natives. 

A protective policy which demands above all a good home 
market sorts ill with a system which keeps the mass of its 
people at a terribly low standard of life. The native 
legislation before Parliament this session is hardly cal- 
culated to raise the standard. 

The Native Service Contract Bill gives way to long- 
expressed demands. As far back as 1919, Nationalists were 
demanding that no native be permitted to move from home 
vdthout a permit from his master ; in 1925 again, to the 
unconcealed annoyance of General Hertzog, others, sup 
ported this time by South African party men of British 
stock from Natal and the eastern Transvaal, urged that 
labour tenants be brought under the criminal sanctions 
of the Masters and Servants Act. .That proposal was 
talked out by Labour. But now, in 1932, General Hertzog 
has given way and sanctioned nearly all these things in a 
measure on which neither the Native Affairs Commission 
nor the Native Conference have been consulted, and which, 
in advance of the expected report of the joint Select Com- 
mittee, touches his own native programme all along the 
line. 

This Service Contract Bill deals with natives living out- 
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lide the reterres ai^l^itrban areas is the Transvaal «|»i 
Natd. Its efiect, v^nrerer it is put into force die 
Odremor-Genera], will be to oblige landlord!, whether 
‘iaihTidDals or companies, to transform their comparative 
hree native squatters into tied labour tenants. Hus w0 
be done by imposing on the landlord a swingeing Hcence 
duty of per annum for every male able-bodied native 
living on his farm who has not been in his service for so 
suny months in the aggregate during the year. As an 
alternative, he must get rid of his squatters, presumably 
to other farms, or to the reserves which are already over- 
crowded, or to the towns which are busy shutting them 
out or otherwise limiting their freedom of action. Even 
Cape Town, where the battle for civil liberty was fought 
and won four generations ago, is contemplating seriously 
the adoption of the pass system for native men and women, 
which has proved to be such a burden and such a recruiting 
agency for the gaols in the north. 

The second aim of the Bill is to tighten up the law 
governing labour tenancy, in minor matters in favour of the 
native tenants whose bargaining powers will have been 
reduced to a minimum by what has gone before, but in all 
major matters in favour of the landlord. The usual period 
of service envisaged is one of six months spread over the 
year instead of the hitherto customary three, though lesser 
periods as short as three may be prescribed by authority. 
No native is to move away from his home in search of 
agricultural or domestic employment without an identi- 
fication card. Native guardians (and the term covers a 
multitude of relationships) may bind their dependants, 
male and female, without their consent, to work anywhere 
in the Union till they are eighteen years of age. Families 
are to be held responsible for breach of contract by any one 
of their members. Breach of this — a civil contract — is at 
last made subject to the penal sanctions of the Masters and 
Servants Law, which is now to include, as a novelty, limited 
whipping by order of the magistrate for lads under eighteen 
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. It laay be OJOceded cKeetfuUy that many danses in lld« v 
Bill will appear lese startling to South African Natives ^ and 
Europeans than to readers overseas accit«tomed to a 
homogeneous society and a twentieth century social struc- 
ture. For instance, the idea of collective family responsi- 
bility is deeply rooted in native custom ; native heads of 
families desire to keep stricter control over their children, 
over the girls particularly ; further, as the Economic (the 
so-called Clay) Commission of 1925 abundantly proved. 
South Africa’s rural economy belongs in many parts, not to 
the seventeenth century aa Mr. Bernard S^w suggested 
after his recent visit, but to the late fourteenth, the period 
of feudalism in decay. It may also be conceded that the 
squatter system has its attendant evils, especially on the 
farms of absentee landlords. But when all is said and done, 
this law will give thousands of Bantu the choice between 
becoming vagrants dogged by all the pains and penalties 
that attend the masterless man with a swarthy skin in this 
Dominion, or of becoming serfs-at-will denied the customary 
security of tenure enjoyed by serfs in most other times and 
places. And the law sees to it that even the unwilling 
landlord shall be obliged to put this hard choice before his 
clients. 

The Contract Bill has been attacked vigorously in a mani- 
festo signed by Sir James Rose-Innes and Sir Clarkson 
Tredgold, ex-Chief Justices respectively of the Union and 
of Southern Rhodesia, and by the heads of nearly every 
Christian denomination in the country. It has been 
opposed by General Smuts, who observed that it would not 
even help the farmers, by enlightened Transvaal members 
like Mr. Duncan and Mr. Hofmeyr, and by the compact 
little group of Cape Peninsula members which has been 
strengthened recently by the accession of the ex-Independent, 
Mr. Alexander, probably the sole out-and-out Liberal the 
Assembly can boast. On the other hand, the solid phalanx 
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of Afrikander NatioiSists takes it all for granted, and it 
hat the support of many South African party men of British 
and other stocks, notably of the Natal members, though the 
whipping clause stuck in the throats of some of these last, 
and drew forth a protest from the Missionary Conference 
of the Dutch Reformed Church. 

There remains the proclamation which the Government 
proposes to issue providing a revised code of native law 
for Natal and Zululand. Without going into details it is 
sufficient to note that any native commissioner may arrest 
a native for non-compliance with an order and punish him 
summarily with no appeal to the courts, but merely a 
report to the commissioner’s superior. Similarly, the 
Governor-General, as Supreme Chief, may imprison any 
native “ dangerous to the public peace ” and keep him in 
prison for three months. Only at the end of that period 
may the prisoner appeal to the Supreme Court, and as far 
as can be seen there is nothing to prevent the authorities 
from re-arresting him for another term just before the three 
months is over. Finally, “ neither the Supreme Court nor 
any other court of law, shall have any jurisdiction to 
question or pronounce upon the validity or illegality of any 
act done by the Supreme Chief in the exercise of his 
power.” . . . Ave Casar I 

South Africa. 

April, 1932. 
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I. The Expoet Cexdit PdOL 

T he publication on December 24 of the Export 
Licences Order, 1931, under the Board of Trade 
Act, 1919, occasioned much surprise and speculation 
and not a little uneasiness, in spite of a reassuring 
statement bj Mr. Forbes, the Prime Minister, which 
accompanied it. The object of this order was to 
compel exporters to take out licences for all goods 
which are to be sent overseas, and to have all exchange 
credits obtained by the sale of such goods pooled 
under the control of the Associated Banks. The measure 
was, as Mr. Forbes explained, the direct outcome of the 
financial difficulties which had compelled Great Britain 
to abandon the gold standard. The huge withdrawals 
of foreign balances, which had left the London market 
bare, dictated, he said, “an abrupt change in our financial 
plans.” Our overseas obligations (amounting to about 
,^8,000,000 a year, with the addition of ,(^4,000,000 of 
Treasury Bills shortly due) must be met, as they fell due, 
from New Zealand funds. 

The exchange requirements of the Government (the Prime 
Minister pointed out) will be large, and in order to ensure that 
sufficient London credits will be available for the purpose, the 
Government, after a careful review of the whole position, has 
reached the conclusion that it is necessary to introduce a scheme for 
conserving the exchange resources of the Dominion. In the national 
interests the banks have agreed to pool their exchange resources so 
as to be in a position to meet the ^vernment’s requirements, and 
the scheme embodied in the regulations just issued was drawn up 
for the purpose of bringing all exchange credits arising from the 
sale of exports into the pool. 

It was found that the best way of doing this with a minimum 
of inconvenience to the commercial community was by licensing 
exports. Exporters, however, will continue to receive, as heretofore, 
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the citireat xete of exchaiiat on temittancet from abroad and othe^ 
jlrite ivffl be put to vay little trouble. ... 

The xneature it an extraorchuaf^ one, but we are patnng through 
extraordinary timei when prompt action is necessary to cope with 
the rapidly changing circumstances. I am sure that the people of 
the Dominion w^ agree that New Zealand mutt honour her bond, 
and this control of the exchange resources is merely for the purpose 
of ensuring that the Government is in a position to meet all conunit- 
ments on the due date. 

No alteration in the exchange rate was made by the 
arrangement concluded between the Government and the 
banb, nor did the Government itself assume control, but 
the competition of outside agencies was excluded. The rate 
had been fixed by the banlcs at lo per cent, early in 1931, 
and the very slight extent to which the outside rate had 
diverged from this figure suggests that, on the basis of 
supply and demand, it was a fair rate. The grounds for 
the policy of the banks were explained by Mr. Grose, the 
General Manager of the National Bank of New Zealand, 
and Chairman of the Associated Banks. 

Practically all last year (he said in a statement published on - 
February 20) the bank telegraphic transfer rate on London was 10 
per cent, premium. If this rate had been too high or too low the 
outride rate would have shown a marked divergence, for there was 
a considerable outside market then. But when London funds were 
much in demand the outside rate was only slightly above the bank 
rate, and towards the end of the year, when London funds were not 
in such demand, the outside rate was slightly below the bank rate. 
Taking this into consideration, and also that a steady rate is more 
equitable for contracts than a too sensitively fluctuating rate, it is 
clear that on the basis of supply and demand the bank rate was correct. 

The trade figures for 1930 showed an excess of exports ot a 
little under ,(,2,000,000, which was altogether insufficient to cover 
interest and debt service. Early in 1931 the rate was increased 
from ,(^5 to £7 los., and a little later to £10 premium, which rate 
has continued. The increase in the rate was mainly to restrirt 
imports, and the calendar year 1931 showed an excess of exports 
of over £10,000,000, which, though still insufficient, was a strong 
move in the right direction. 

The cruel plight of our primary producing industries 
and the peril in which it involves the whole country 
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Ittve mot bwk overlooked bj tbe GawemmDirt. 

tts two leading figures — Mr. Forbes aad Mr. OoitfeB^' 
ire both fanners, and the following statement eiq>rel^ 
the view of the Minister of Finance, who ranks iMbit 
to them in authority. , . ' 

Over and above the budget problem (said Mr. Downie Stewart 
in his Supplementary Financial Statement on October 6) there is 
imperative need for rendering some assistance to the brmers if 
they are to stay on the land and if production is not to decline 
rapidly, and, indeed, if we are to avoid a national disaster in a 
general breakdown of the fanning industry. While prices of primary 
products remain at their present level it is, of course, impossible 
to restore the fanning industry to a condition of prosperity. But 
in so far as it is possible to assist the farmer, it is in the interests 
of the whole community that funds be found from some source for 
this purpose. 

The three great problems with which the country is faced are, 
therefore, the precarious position of the farmer, the position of the 
public finances, and the great and chronic problem of unemployment, 
^ese problems are inextricably interwoven, and they constitute 
a menace to the whole stability of our social organisation. 

But for the present the other measures that the Govern- 
ment have in hand for the relief of the farmer, and indeed 
all other political issues, have been dwarfed by the powerful 
agitation against the Export Licences Order, which has seri- 
ously embarrassed, and was even considered likely to divide, 
the Cabinet. On January 13, a deputation representing 
the Meat Producers Board, the Dairy Board, the Sheep- 
owners Federation, the Fruitgrowers Federation and the 
Farmers Union waited upon the Prime Minister, after a 
conference at Wellington, to protest against the restric- 
tions upon exchange and to demand that the producer 
should be given free access to the world’s market. Mr. 
David Jones, a member of the Meat Producers Board, 
who had to resign his position as Minister of Agriculture 
after losing bis seat at the general election, was the chief 
spokesman of the deputation. 

When the Government went to the country (said Mr. Joneij) it 
asserted that it was essential that the cost of production should be 
reduced to enable the produce of New Zealand to compete in the 
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aufati of the wwkl. TIM»Gov«Riffieitt Sutisddaa’tfigiue oftfa 
^fflTPdiH^ coit wat 1,500, fiiitfeai the idliag fignn wat 7^^ 
usta thote figurei were b^glit fairly doae togetha it was 
iiikj^tiUe for the farmers of New Zealand to produce and live ha 
eempetttion with the world. ... 

'Ine position of the farmers was more serious to-da^ than it was 
last year, because last year a large number of the farmers had a 
certain reserve of capital which they could trade upon, but that 
reserve had now gone. The conference was unanimously of opinion 
that unless something is done to relieve or improve the position of 
the farmers by some means we are not very far away in New Zealand 
from a very serious collapse as far as the financial position of the 
farming community is concerned. 

The conference felt that the farmer on really first-class land, 
whose liability was not too great, would probably get through all 
right ; that the farmer on second-class land, if he was thoroughly 
expert, would be able to pay his way, but that was questionable in 
some cases. As far as the farmer on third-class land was concerned — 
and this point was of special interest to the Government in con- 
nection with its own land — it was felt that he had not a chance of 
getting through. When they spoke of third-class land, they were of 
opinion that over 10,000,000 sheep in New Zealand to-day were 
bmng farmed at a loss to the owner. That was a statement that the 
Government could prove from their own figures in connection with 
the high country. The rents were not coming in to-day from that 
high-country sheep land. 

In this critical state of affairs, when a marked increase 
in production was essential, Mr. Jones argued that any- 
thing tending to aggravate the situation would be against 
the interests not only of the farmer but of the whole 
country, and the conference considered that the Export 
Licences Order would have this effect, as it would stop 
competition for the export exchange and thus hinder the 
exchange from finding its own level. The New Zealand 
farmers were in competition with farmers of other countries 
who had a free exchange and were obtaining the fuU 
benefit from it to-day. 

The conference held the opinion (Mr. Jones continued) that if 
the farmer were given the full value of the exchange by means of a 
free market, it would mean setting free a large amount of money, 
which would mean increased employment and more produaion. 
It would also mean increased revenue to the Government. The 
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m*™*'^*****^ 'QiumisKiooil^ m their rffominepditiBa 
titej were tah^g.the long Tieir— 1:^7 the onlf new-^that it ww 
imfouibk to cany on fanning in New Zealand aucceaifullf nnkm . 
the fannert got the bonua which the7 would receive from the higher 
exchange rate. It would also be an advantage to the country. Our 
opinion is that the embargo should be lifted and we should be free, 
as Australia is, and as Great Britain and other countries are. 

The example of Australia was naturally made much of 
by those who spoke after Mr. Jones, and the opinion was 
expressed that if the exchange rate were to be made free 
it would rise to the highest Australian level, viz., 30 per 
cent. In the controversy that followed this interview, 
indeed, both sides were far more concerned with raising 
the rate to 25 or 30 per cent, than with freeing it. 

In reply to the deputation the Prime Minister contented 
himself with saying, in rather more precise language than 
before, that the banks had found themselves unable to 
guarantee the amount required by the Government unless 
the whole of the export trade passed through their hands ; 
that the control of the rate, which was still left to them 
by the Order-in-Council, would not be interfered with by 
the Government; and that a 30 per cent, rate would 
increase the cost of transmitting the 2,000,000 payable 
by the Government in London this year from £1,200,600 
to £3,600,000, but that the matter would receive its very 
serious consideration. 


II. The Economic Committee’s Report 

T he silence of Ministers on a question which after this 
interview became the subject of a very keen con- 
troversy suggested a division of opinion, and this view was 
strengthened by the Prime Minister’s announcement on 
February 12 that the Cabinet had appointed a committee 
“ to examine the economic and budgetary position of the 
Dominion.” The personnel of the committee is as follows : 
Dr. James Might, formerly Professor of History and Economics 
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Ql. D. B. Cophad, Profeiior td Commerce, Me^bouroe UniTeffitp ; 
Mr. A. H. Tocker, PTofetior of Eecmomics, Canterbury CoQege ; 
Or. H. Belihaw, Profeiior of EconomJcs, AncUand Uaiveriity 
Gqilege; Mr. A. D. Park, Secretary to theTreaiury. 

THe chief objections to the composition of the com- 
mittee were that it did not include a banker, and that when 
Di. Copland visited New Zealand last year he was in the 
employ of the Bank of New South Wales, the strongest 
advocate of high exchange in Australia ; further that he 
himself had been publicly advocating that policy in the 
Dominion. 

With the exception of certain sections dealing with the 
budget, which are being held back until the Minister of 
Finance is ready to produce his Financial Statement, the 
report of the committee was laid upon the table of the 
House of Representatives on March 4. It is an able, 
lucid and comprehensive document which, in 36 pages and 
an appendix of 18 tables and several graphs, sets out the 
economic troubles of the country and discusses possible 
remedies. Although differences of opinion permitted “no 
specific recommendations,” the balance of its argument, 
from which Mr. Park alone dissented, was strongly in 
favour of a high exchange. The principal basis of New 
Zealand’s prosperity has always been her external trade. 
“Nearly 40 per cent, of her income,” says the committee, 
“ comes from exports, and of these 94 per cent, are pastoral 
and dairy products. The course of prosperity in New 
Zealand has been determined largely by the movement of 
export prices and overseas borrowing.” These two causes 
gave the Dominion almost unbroken prosperity from 1895 
to 1921, and during the next eight years export prices were 
still good j but in 1930 they fell heavily and the mischief 
was aggravated by the failure of other prices to fall in 
sympathy. The value of farm production, which was 
,^82,100,000 for the year ended June 1929, was only 
,{[54,000,000 for the year ended December 1931. “The 
main problem in New Zealand,” continues the report, 
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" b ta imtrrft the between export prie» iod ^ 

interna! pri^ and to adjiut her economy to a lowet fcvd 
of overseas borrowing.” 

The national income, which was estimated at^^ 1 50,000^1000 
in 1928-29, is now about £ 1 10,000,000 and ia still faUing fast. 
Of this loss of jf40,ooo,ooo, about ^28,000,000 is estimated 
to have fallen upon the farmers, but urban industry has also 
been severely hit. The public revenue has suffered to 
much the same extent as the national income, the decrease 
being about 27 per cent., and the burden of interest charges 
has been increased by the fall in export prices. “ About 
1,600 units of exports,” says the report, “ are now required 
to pay the same interest bill as was paid by the sale of 
1,000 units in 1928-29. In 1928-29 about 16 per cent, of 
the national income was required to pay taxes and rates as 
against 26 per cent, of a much smaller income in 1931-32.” 

Approaching the general problem of readjustment, the 
committee declares that the fundamental issue is “ to 
restore the spending power of farmers by causing profits to 
emerge ” ; and that the crux of the problem is “ to remove 
the disparity between farm costs and farm selling prices.” 
The removal of this disparity would restore the farmers’ 
spending power, enable them to purchase with their reduced 
income the same quantity of goods and services as before, 
and thus bring industrial output back to its former level. 
But this result cannot be attained while the loss is borne 
mainly, as it is at present, by the primary producers and the 
unemployed. An equality of all-round sacrifice is required 
in place of the piecemeal methods of economies and taxation 
hitherto employed, and the more rapid the readjustment 
the quicker will be the recovery and the smaller the loss. 

The committee then proceeds to examine the exchange 
mechanism of New Zealand and its working, the effect 
upon the budget and export prices of the present exchange 
rate (lo per cent, above parity with sterling) and the 
probable consequences of restoring the gold standard or 
raising the exchange rate to 40 per cent. The arguments 

679 



V-;,. V - •.■■■ . • 

.:■•< -. . ^NCTr,3W^wdr.fi■■ : vi' \ 0 : ; ll' 

ip^ fsigwd to the lotions o£ the W and the .1^ 
of excbaoge to eamomic readjostmeot are siunmanaed Itt, 
the following paragraph. 

The present lo per cent, exchange rate (sayi the commifhi^) 
(hfccnirage* imports and helps to sustain export prodnctida bf 
addiag to the gross income of exporters. In general, an exchange 
rate abore parity will benefit exporters, because the ad^tton to gross 
income more than offsets any increase in local costs through the 
higher exchange rate. Such a rate also sustains the money value of 
national income above its level at parity with sterling or at parity 
with gold. 'Ihut at 40 per cent, exchange national income is esti- 
mated to settle at ^iia, 000,000 compared with ,£80,000,000 at 
parity with sterling and ,£90,000,000 at the present 10 per cent, 
rate. The additional national income sustains revenue at a higher 
level and more than compensates for the increased exchange charge 
on the overseas debt service, both State and local body. By sustain- 
ing a higher price level than would be possible at parity of exchange, a 
rate above sterling sustains security values and strengthens the 
position of financial institutions whose liabilities are in fixed money 
daims and whose assets vary with the price level. By raising the 
level of export prices in local currency the rate above parity with 
sterling lessens the adjustment in fixed charges, wages, and salaries 
that have to be made to restore the equilibrium between costs and 
prices in export production. ... At parity of exchange the reduc- 
tion in costs which would restore profit in export production and 
leave exporters with the same loss of real income as the rest of the 
community would be 55 per cent. It would be more than 25 per 
cent, at the present 10 per cent, exchange, 15 per cent, at a 40 per 
cent, exchange rate, and 50 per cent, at parity with gold. It is thui 
easier to make an adjustment at a rate above sterling than at parity 
with sterling or with gold. 

As regards the £g, 000,000 that the 40 per cent, exchange 
would add to the costs of imports in New Zealand currency, 
the committee argues that there would be no additional cost 
to the community as a whole. Income is transferred from 
some sections of the community to exporters. This 
transfer is a matter of adjustment within the community 
itself. Nor will there be any injustice to importers, since 
they can pass on the additional cost to the community, and 
the high rate will not reduce imports below the quantity 
that the community can afford to buy. 
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The report nex;t considers the effect oi a exchai^ 
rate upon the Dominion’s credit overseas ; 

This Mjrt) ii a qaettion apon which opuion varies. In the 
immediate fntnre the Dominion’s credit abroad would be adverse^ 
afiected, becanse the rise in the rate wonld draw, attention to the 
gravity of the economic sitnation in New Zealand. This it a point 
for consideration in connection with necessary loan operations 
overseas. If, however, the situation was being met with coorage 
and determination, and the country demonstrated its capacity to 
restore sound trading conditions and meet its external obligations, 
national aedit wonld recover even if the higher rate be maintained 
and if the currency be devalued. 

A warning is, however, given that the mere raising of the 
exchange rate would not be enough, and that “ a very high 
rate might lead to lack of confidence in the currency and 
cause considerable financial disturbance.” The 40 per cent, 
rate, which is the basis of most of the committee’s calcula- 
tions and is 10 per cent, higher than the maximum demand 
of the farmers, it evidently considers a high, though not a 
very high, rate. But, whatever the rate, it insists that 
adjustments in fixed charges, rent, wages and public finance 
will also be needed. 

The rigidity of fixed charges at a time of falling prices is 
considered by the committee both to hamper industry and 
to prevent the equitable distribution of the loss over the 
whole community. It points out that, except in cases where 
there have been voluntary concessions, the recipients of 
fixed incomes are actually better off than they were before 
owing to the fall in the cost of living. 

An adjustment of fixed incomes (they say), whether by means of a 
special levy or reduction in such incomes, would not impose undue 
hardship upon the recipients. This adjustment might be facilitated 
by a special duty on fixed income elements, the extension of the 
Mortgagors Relief Act or, in the case of public debt, by further 
income-tax or by conversion operations. Any reduction in private 
interest should be all-inclusive, covering interest upon goods sold 
under the time-payment system,aswcll as on interest under mortgages, 
urban or rural. Similar conclusions apply in respect of rents. A 
reduction of 20 per cent, in fixed money claims wonld make a sub- 
AAA 681 



New Zealand 

Matial and equitable contii|Fntion towards bridging the gap betwera 
costs and selling prices. 

Having undergone a lo per cent, cut last year, wages are 
treated in a different manner in order to arrive at the same 
result. The decline of 115 per cent, in the award rate of 
money wages between 1929 and September 1931 is almost 
exactly balanced by the decline of 1 1 per cent, in the cost of 
living. 

During the same period (says the report) the community has 
incurred a loss of real income of from 10 per cent, to 15 per cent., and 
a further reduction of 10 per cent, in wages and salaries* would be 
necessary to bring wages down to conform with the real loss in 
national income ... In view of the changed economic situation 
undue restrictions on working conditions, which may hare been 
appropriate in the past, should be relaxed. 

In what is in effect a dissenting judgment, Mr. Park, the 
Treasury representative on the committee, expresses his 
general concurrence with the parts of the report that 
describe the existing economic position and prove the need 
for an all-round adjustment of costs to restore the economic 
balance ; but he qualifies it by some important reservations 
which may be summarised as follows. 

As regards the effect of changes in the exchange rates, 
he points out that the hypothetical comparison of the 
effects of different rates takes account of the ultimate 
effects only, and that before stabilisation was reached at 
any of the assumed levels it was very likely that the factors 
on which the hypothesis was based would have undergone 
a considerable change. He particularly disputes the con- 
tention that there would be a net gain from an increase Of 
the exchange rates ; he is, on the contrary, convinced that 
the immediate effect would be far greater budgetary 
difficulties. An exchange rate of 25 per cent, would 
mean an increase in the Government’s expenditure for the 

• In the official summary of Section XI from which this quotation is 
taken the words “ and salaries ” appear to have slipped in by mistake. 
Salaries are not mentioned in the section itself nor elsewhere in the 
summary. 
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next finandal year of ^1,500,000, a loss in customs revenue 
of another ,500,000, and an indirect loss in income tax 
and other items of revenue of perhaps ;^50o,ooo, rnating 
an adverse total of ^£3, 500,000. 

Referring to the future of the currency, Mr. Park 
reminds us that other countries have devalued their cur- 
rencies, but only apparently by way of recognition of an 
existing depreciation. To fix intentionally and in advance 
the point to which depreciation is to go is a very different 
matter, even if it could be assumed that it is possible to 
control depreciation and check it at such a point, an assump- 
tion which is not borne out by the experience of other 
countries. Moreover, to raise the exchange rate artificially 
above the level required to balance external receipts and 
payments amounts to an intentional depreciation of the 
currency, and the proposal to use funds accumulated in 
London, for the purpose of maintaining su^h an artificial 
balance, would, Mr. Park contends, certainly prove costly 
and perhaps impossible. There might, moreover, be 
repercussions that cannot be foreseen. Besides, the 
country, he considers, badly needs the reduced volume of 
imports that is at present obtainable in exchange for our 
exports, but this proposal would still further reduce it by 
raising the prices of imports. To raise the exchange rate 
for the benefit of one section of the community at the 
expense of the rest would establish a precedent which might 
later lead to similar demands from other sections, with 
disastrous results in so far as confidence in the currency is 
concerned. The depreciation of our securities in London, 
too, which naturally follows a normal rise in the exchange 
rate, would be greatly increased by an intentional deprecia- 
tion of the currency, and this would prevent fresh borrow- 
ing abroad and embarrass us in dealing with maturing 
obligations. Finally, says Mr. Park, 

whatever the exchange rate may be for the time being, any change 
in the currency laws should be considered only when sterling is 
again on a permanent basis and general economic stabilisation at 
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Koae level bat actualljbeqpreach^ in the Domiaicm. New Zealand 
it linked with Great Britain by strong ties of sentiment^ trade and 
debt, and it would be inadviuble to make any permanent change 
in the basis of New Zealand currency without fall ditenttion of the 
matter with the British authorities. 

It was generally expected that the Government, which 
had hesitated for so long, would, in view of the report of 
the Economic Committee, finally come down in favour of 
a high exchange rate. It came to the opposite decision 
on March ll. In reply to a question in the House, Mr. 
Downie Stewart pointed out that, in any event, quite 
apart from the failure of interested parties in the Dominion 
to agree, it would be necessary to obtain the concurrence 
of London interests which had incurred obligations on the 
Dominion’s behalf on the faith of the arrangements made 
in New Zealand to meet the overseas emergency. 

In recent times (continued the Minister of Finance) many Govern- 
ments have found it necessary to take control of the exchanges in 
much the same way as the New Zealand Government found it 
necessary to create the exchange pool owing to a sudden emergency 
arising in the London money market. The pool was created not 
for the purpose’of keeping down the exchange rate, but as a pre- 
cautionary measure to see that adequate funds could be purchased 
for governmfflt requirements, and that all exchange credits were 
conserved and used in the best interests of the Dominion of New 
Zealand, In a national emergency of this nature, national require- 
ments must, take precedence over private or sectional interests, and 
some measures of restriction on individual freedom must inevitably 
be accepted in the public welfare. 

Conditions in the London money market are improving rapidly, 
and if the present favourable tendency continues the Government 
may in due course find it possible to get some relief from the stringent 
conditions which rendered necessary the formation of the exchange 
pool. In this event, a reconsideration of the present conditions 
imposed in New 2^aland will be possible, and I can assure the hon. 
member that the regulations will not be maintained any longer than 
is necessary to ensure government requirements being met. 

In conclusion, I may say that the Government does not propose 
to interfere with the rate of exchange, and in the meantime does 
not consider it advisable to make any alterations in the regulations 
for effecting a pooling of the exchange resources. 
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llie Ottawa Coalereace 
This dectsioA came as a great relief both to the nervous 
trader whose enterprise has been checked for two long 
months of sospense, and to the tascpayer who, though 
unable to answer the expert’s academic arguments, knows 
that inflation is easier to start than to stop or to limit, 
and that this kind of appetite has been accustomed to 
** grow by what it feeds on.” There is even some small 
comfort for the farmer in the Finance Minister’s sanguine 
view of the London money market, and his assurance that 
the restrictions will not be retained any longer than the 
necessities of the Government require. Special congratula- 
tions are due to the Minister, who is himself an economist of 
high standing, though he has not learnt, as some of our econo- 
mists have — apparently under Australian inspiration — to 
talk lightly of budget deficits, under such abnormal con- 
ditions, as not necessarily being a sign of unsound finance, 
and of the possibility of dealing with them by means of 
Treasury bills. A contrary decision might have compelled 
him, according to Mr. Park’s estimate, to raise an extstu. 
,^1,500,000 in the first year of a high excha^e^^and at:? 
extra ^(^3, 500, 000 in the second. 

III. The Ottawa Confi 

B ut there is another capacity in i 

Stewart has equally good cause to be pleased with the 
decision to which he has guided his colleagues. The 
Ottawa Conference is approaching, and it is improbable 
that the heavy responsibilities of his two senior colleagues, 
Mr. Forbes and Mr. Coates, will allow either of them to 
leave New Zealand. But Mr. Stewart holds the two 
portfolios, Finance and Customs, which are most intimately 
related to the work of an economic conference, and it is 
therefore likely that he will represent New Zealand. For 
so staunch an imperialist, it would have been a bitter blow 
if he had had to go to Ottawa, on behalf of a Dominion 
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wiicli has liitherto priced itself on its imperal spirtt, to 
negotiate imperial preference with his hands tied by an 
exchange rate, representing an undiscriminating and ir- 
reducible addition of 25 per cent, to our tariff on all 
imports, British and foreign alike. Such an addition 
would have hit Great Britain, our best friend and cus- 
tomer, the hardest of all. 

Even without the crushing handicap of a high exchange 
rate. New Zealand’s position at Ottawa will not be an easy 
one. We all see that the substantial preference which 
Great Britain now offers under her new tariff calls for sub- 
stantial reciprocity instead of a mere raising of duties 
against the foreigner, a step which costs nothing. When 
we were prosperous and Great Britain had no tariff favours 
to offer, nobody gave the matter a serious thought ; but 
to-day, with every industry here depressed and our leaders 
anxious and distraught, it is almost impossible to over- 
rate the importance of the offer which Great Britain has 
made. A time when everybody, willy-nilly, has sacrificed 
so much is a bad time to ask for more sacrifices. The 
problem is, however, not quite so simple as that. In this 
case, one particular class or industry will be asked to make 
a sacrifice for the benefit of another class or industry, 
and, unfortunately, this antagonism of interests will follow 
substantially the line of cleavage that divided town and 
country on the exchange issue. 

So far, however, there cannot be said to have been any 
cleavage at all, for no leader or organisation of any kind 
has started an agitation or propounded a policy, and, on the 
principle that it is better to receive than to give, such 
spasmodic references as have been made to the matter 
welcome England’s offer without, however, the faintest 
suggestion of the form, if any, that our own proposals in 
return should take. The only important ministerial 
reference to the subject was the Prime Minister’s announce- 
ment on February 25 that a special committee of the 
Cabinet, consisting of himself, Mr. Coates, Mr. Downie 
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Stewart and Mr. Masters, had been appointed to prepare 
for the Cabinet’s approval a policy wMch couM be pnt 
forward on behalf of New Zealand at Ottawa. 

The Chambers of Commerce, the Manufacturers Association, the 
Farmers Union, the various control boards and many other bodies, 
as well as members of the public, will (he promised) be invited to 
make any representations or suggestions that may occur to them, 
and the fullest possible consideration will be given to every aspect of 
the problems to be solved. 

It is obviously a wise course to consult the bodies repre- 
senting the interests specially concerned in the most 
comprehensive manner, but as few, if any, of these interests 
have given any precise attention to the matter, a fairly 
definite lead will be needed if definite results are to be 
obtained. Publicly, at any rate, no such lead has yet been 
given by the Government, 


IV. The Special Session 

T he first session of the twenty-fourth Parliament of 
New Zealand was opened by the Governor-General 
on February 23. In the ordinary course Parliament, which 
was elected in December, would not have met till the 
last week in June, but, as Lord Bledisloe pointed out in his 
speech from the throne, “ the abnormal financial and 
economic position of the Dominion ” had made it desirable 
to summon this special session. Like the National Govern- 
ment of Great Britain, our Coalition Government had asked 
the electors for a free hand and got it. 

At the general election (said His Excellency) my Government, in 
inviting an expression of the country’s confidence, appealed for 
unfettered authority in the existing emergency to adopt such 
measures for meeting it as circumstances might from time to time 
appear to justify. 

It was known that a National Expenditure Commission 
and the Economic Committee were still helping to shape 
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some of the most impor&xt of these measures, but all that 
the speech from the. throne had to say on the subject was 
that the Mortgagors Relief Act required amendment, and 
that Bills would be introduced to improve the method of 
unemployment relief and to amend the system of industrial 
conciUation and arbitration. 

The general attitude of the Government towards the 
system of industrial conciliation and arbitration had been 
announced by the Minister of Finance to the late Parliament 
in the Supplementary Financial Statement, to which 
reference has already been made. 

The beating (be said) of the operations of the Arbitration Court 
on the farmers* costs, unemployment and the industrial situation in 
general has received the careful consideration of the Government. 
It is considered that many conditions and restrictions now in 
operation in many of the Arbitration Court awards seriously mili- 
tate against the employment of our people. The economic con- 
ditions now existing demand more flexibility. For the purpose 
of making it possible for employers and employees to arrive at agree- 
ments that will enable costs to be reduced, and at the same time 
allow for maximum employment and the fullest development of our 
industries, it is proposed to amend the Act mainly on the lines sug- 
gested by the 1928 Industrial Conference,* the chief feature of 
which is known as compulsory conciliation and voluntary arbitration. 

Although the text of the Billf had not been circulated, the 
Labour party blocked the motion for its introduction by a 
prolonged “ stonewall ” stand on February 26 and 27, 
which compelled the House to sit on Saturday, and to 
renew the closure resolution which had been tried last 
year and allowed to lapse. Unreasoning obstruction of 
this kind was bound to lessen the force of arguments 
against the Bill when it made its appearance, but when it 
did appear it was found to provide plenty of material for 
criticism. 

When the measure was first brought before Parliament 
it contained a clause authorising the Minister to exempt 

• Su Ti!- R:vs-:> Tinyr. N-. -s. ir.j®, pr. <)oo. 
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dasses of peisons fatMH the operation of the Act by Ordcr- 
in-Conndi; It U true that certain industries, especially 
farming, hare a reasonable claim to be exempt, but the 
relief should come from Parliament without the inter- 
vention of ministerial discretion, which might obviously 
destroy the whole system, and it is a matter for satisfaction 
that the clause was withdrawn when the Bill went into 
committee. Another provision which is regarded as too 
sweeping is that which permits either side to prevent an 
appeal to the Arbitration Court from a finding of the 
Conciliation Council, The second reading of the Bill was 
moved on March lo by the Minister of Labour (Mr. A. 
Hamilton), in a speech which, in spite of persistent inter- 
ruptions from Labour members, made a good impression. 
But more serious, from the Government point of view, than 
the inevitable hostility of Labour were the strong objec- 
tions taken to some of the provisions of the Bill by 
several Government supporters, one of whom, Mr. J. 
Connelly, had told the electors that he would not stand 
for the abolition of the Arbitration Court or stand by and 
see it made an empty shell. When the second reading 
of the Bill was carried with the aid of the closure on 
March 15 by 4.1 votes to 29, the minority included 
five Government supporters, of whom two were ex- 
Ministers. 

The most startling evidence up to date of the economies 
forced upon the Government by the closing of the loan 
market was the statement of Mr. Coates, the Minister of 
Public Worb, on March i. 

Apart from the separate funds for the construction of 
main highways, the amount of borrowed money available 
for the Public Worb Department in 1931-32 was five and 
a half million pounds. The first estimates of the depart- 
ment for the coming year were being framed, the Minister 
explained, on the assumption that ^^2,800,000 would be 
available, but the basis had been reduced by the closing of 
the loan market to ;^i,234,ooo. A reduction at a single 
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strolK of 114,308,000, representing 75 per cent, of last 
year’s expenditure, came rather like an avalanche, but 
there was no choice. “ TTie country,” said Mr. Coates, j 
“ must face the facts ” — wWch Labour, not for the first 
time, showed itself unwilling to do. 

It had long been a complaint against the Public Works 
Department that it was overstaffed, but Mr. Coates 
informed the House that in the first two months of the f 
year no fewer than 340 officers had been dismissed, reducing : 
the cost of supervision by ^£8 1,000, or about 20 per cent. 

If the 12,000 workers in the department’s employ had been 
reduced by 75 per cent., like its capital expenditure, it 
would have meant 9,000 dismissals. 

Rather than adopt the method of wholesale reduction by dispeni- 
ing with 80 many (said Mr. Coates) it is felt that, in all the cirenm- 
itances, and to prevent undue distress, the better course would be 
to employ as many men as possible, and in order that this policy may 
be followed it is proposed to turn the whole of the public works 
undertaking on to a purely relief labour basis until such time as 
conditions improve. 

Thus Mr. Coates’s two onerous responsibilities — public 
works and unemployment — may be said to have almost 
merged into one another. They might both be combined 
in a single relief works department until the loan market 
opens again. 

The first report of the National Expenditure Com- 
mission was laid on the table of the House of Representa- 
tives on March ii, and, whatever else may be -said about it, 
it must be admitted that it is a prompt, courageous and 
drastic piece of work. The Commission was appointed on 
January 27 to investigate the administration of the public 
service with a view to effecting economies, and it has now 
presented an interim report which recommends immediate 
economies amounting to £ 2 ,^ 16 , 000 , As the appropria- 
tions for the year came 10^^24,628,000, the economies recom- 
mended represent about 1 2 per cent, of that total. Some of 
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the economies are to be increased in subsequent jrears, and 
the investigations are not yet complete.* 

The broad grounds on which they arrived at the con- 
clusion that severe retrenchment was the only alternative 
to default are stated by the Commission in the following 
passage : 

It seems necessary (they say) to refer to the very serious decline in 
the national income and to the far-reaching effect of this reduction. 
The economic problems of New Zealand to-day are but a reflex of 
world-wide conditions, although in the case of New Zealand the 
effect is particularly severe, in that prices of primary products have 
fallen to a greater extent than prices of manufactured goods. The 
latest statistics available indicate that national production has fallen 
by approximately 30 per cent, as compared with the value in 1928-29, 
which may be regarded as the “ peak year.” In that year the value 
of production is given as ,^125,300,000 ; in 1929-30 a reduction of 
000, 000 occurred ; while for 1930-31 production fell to approxi- 
mately ,£98,000,000, or a decrease of approximately ,£27,000,000. 
It is estimated that for 1931-32 a further fall of ,£8,000,000 will be 
disclosed, bringing the value down to approximately ,£90,000,000. 
In other words, the Dominion has to accommodate itself to a fall 
in a period of four years of ,£35,000,000 in the value of production. 

Among the more important of the Commission’s recom- 
mendations are the following : — A 10 per cent, cut in public 
service salaries and wages, which suffered a similar cut 
last April ; a reduction in interest and rent proportionate 
to the reductions in salaries and wages ; a reduction in 
the number of members of Parliament ; a reduction in the 
cost of pensions, excluding war pensions ; the abolition of 
the main highways revenue fund and capital account ; the 
abolition of education boards, the control of the existing 
system to be vested in a central advisory board, and other 
severe economies ; a suggested conversion loan, to- 
gether with additional stamp duties, in order to reduce 

• Speaking in the House of Representatives on April 29, Mr. Stewart 
said that national expenditure had been reduced by £5,940,000 in three 
years, and that a further reduction of £4,390,000 was in sight for the 
current year. Nevertheless, the year was expected to close with a 
deficit of £2,000,000. 
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intenul 4f i>t charges ; and closer scrutiny of permanent 
appropriations by Parliament. The National Provident 
Fund should also, the Commission considered, be put on a 
self-supporting basis. Family allowances should be abol- 
ished, and widespread cuts made in general administration. 

The recommendations in the list relating to education 
and pensions are, of course, highly controversial. Last 
year Mr. Forbes in his budget speech referred to the 
£ 3 , 355 >ooo spent on education in 1930-31 as excessive and 
warned the House that the time had come to economise. 
But the Commission’s economies amount to ^^3 70, 000— 
rather more than 10 per cent. — ^and many of them will be 
strongly resisted. The proposal to reduce pensions is also 
unpopular, but an expenditure of ,^3,000,000 on pensions 
out of a revenue of less than £ 2 ^, 000,000 could not be 
justified even if there were no slump. The Commission’s 
figures show how rapid the grovnh of expenditure has been, 
though the change in the value of money robs the first 
item of its value for the purpose of comparison. The 
figures are as follows; 

1914-15, ^(^584,849; 19*0-21 (which included war pensions), 
;C 3 . 039 . 233 ; 192^27, 19*8-29. ^*,866,584; 1930-31, 

£$,o 6 S,zis ; 1931-32, £i,zzo,z 6 o. S tatistics (the Commission 
point out) show that over the last two or three years there has 
been a marked fall in the cost of living, and c.r- p-ou-d aVr’ 
some reduction in the rate of all classes of j ■: i' v i, 

. . . The alterations recommended should effect a saving of 
;C599>9*5» "'ill reduce the total expenditure on pensions for 

1932-33 to approximately £2,joo,ooo. From the evidence submitted 
it is clear that pension claims must increase, and that it will probably 
not be long before the total expenditure wiD again reach the huge sum 
of ,^3,000,000. 

New Zealand, 

March 20, 1932. 
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